













UNIVERSITY 
F MICHIGAN 


VOL. XXIX MAY, 1953 jij) 9() 1953 No 58 


s PERIODICAL 
af THE READING ROOM 


ECONOMIC 
RECORD 


THE JOURNAL OF 


the Economic Society of Australia 
and Wew Zealand 





CONTENTS 









1. Articles —_ PAGE 
POST-WAR MONETARY vscenpapin = AUS- 

TRALIA . R. R. HIRST 1 
A KINKED DEMAND CURVE ‘FOR MONO- 

POLISTIC COMPETITION R. HIESER 19 
CONSUMER CREDIT IN AUSTRALIA 1945- 1951 H. W. ARNDT 


and P. S. SHRAPNEL 35 


A NOTE ON SOME MARGINALIST AND OTHER 
EXPLANATIONS OF FULL COST PRICE 


THEORY .. .. . K. LAFFER 51 
THE PURPOSES OF THE INTERNATIONAL 

MONETARY FUND .. E. LERDAU' 63 

73 





STRIKES IN AUSTRALIA... .. .. .. .. D. W. OXNAM 








II. News and Notes oe ze aa ie ed Er 


III. Notes — 
er ee ee E. DUNSDORFS 92 
AVERAGING UNIT COSTS i SHEILA ROWLEY 
THE PRE-WAR DEMAND FOR WOOL— 
A COMMENT... .. .. .. A. P. ZENTLER 101 
A FURTHER COMMENT .. J. HARRIS 104 
REPLY F. B. HORNER 






















IV. Reviews — (See inside cover) 


MELBOURNE UNIVERSITY PRESS 


Price Ten Shillings net 


Registered at the G.P.O.. Meibourne. for transmission by post as a Periodical 


REVIEWS 


ADLER, J. H., SCHLESINGER, E. R., and WESTERBORG, E. van: 
The Pattern of United States Import Trade Since 1923. N. RUNCIE 
BAUMOL, W. J.: Welfare Economics and the Theory of the State. 
P. H. KARMEL 
BINDER, A: Internationale a snd dem Weltweizen- 
markt roger? . .. E. J. DONATH 
BLACK, D., and NEWING, R. A:: Coniesitnes ‘Desielone with Com- 
plementary Valuation .. .. .. P. A. P. Moran 
BROWN, E. C.: Effects of Tiusation.s on , Depreciation —— for 
Price Changes .. . .. J. McB. GRANT 
CARR, E. H.: The New Sectety dian wat ae Ree = R. RODWELL 
COLE, G. D. H.: Essays in Social Theory . ; ek . J. F. CAIRNS 
COLE, G. D. H.: Introduction to Boonoude History 1750- 7950 <n 
W. A. SINCLAIR 
COLE, G. D. H., and FILSON, A. W.: British eben Class Move- 
ments: Select Documents 1789-1875 .. . .. H. BURTON 
CONAN, A. R.: The Sterling Area .. .. .. .. .: R. R. Himst 
COURT, W: BH. Bs Coal .. =. .. .. W. PREST 
EUCKEN, W.: Grundsdtze der Wirtschaftepolitik . C. WESTSTRATE 
FOSSUM, P. R.: Principles of Economic Development .. N. T. DRANE 
FRANKEL, S. H.: Some Conceptual Aspects of International Economic 
Development of Under-developed Territories .. .. H. de MEEL 
GORDON, R. A.: Business Fluctuations .. .. .. F.R. E. MAULDON 
GRUBER, K.: Conditions of Full Employment .. .. .. N. RUTH 
I.B.R.D.: The Economic Development of Iraq .. .. A. S. HOLMES 
INNIS, H. A.: The Bias of Communication .. .. .. N. G. BUTLIN 
JOUVENEL, B. de: The Ethics of Redistribution .. C. WESTSTRATE 
KENDALL, G. (Edr.): The Sources and Nature of the Statistics of 
the United Kingdom, Vol. 1 .. .. .. .. R. S. G. RUTHERFORD 
KNIGHT, -B. W., and HINES, L. G.: Economics .... .. A. CooK 
MEADE, J. E.: A Geometry of International Trade W.'T. Dowsetr 
MEYER-LINDEMANN, H. U.: sini der Theorien des Indus- 
triestandortes.... .. M. J. GRoBTUCH 
MOORE, W. E.: Industrialiantion ry Laker cc oe ws ee MATER 
SCHUMPETER, J. A.: Ten Great Economists .. .. C. RENWICK 
SCITOVSKY, T.: Welfare and Competition .. .. .. B. M. CHEEK 
a SHAW and TARSHIS: oe Resources for 
Wa Ss B. CAMERON 
SMITH, Dp. 52 "Effects of Tanation:  Conpecain ‘ Pinenelél Policy 
R. C. GATES 
SRAFFA, P. (Edr.): The Works and Cor eoriagsponetsl wai David Ricardo. 
Volume V, Speeches and Evidence .. J.A. LA NAUZB 
TAWNEY, R. H.: Equality .. .. .. .. .. +... J. GINSWICK 
TINBERGEN, J.: Econometrics .. .. .. .. C. G. F. SIMKIN 
TINTNER, G.: Econometrics .. . .. D. COCHRANE 
TIWARI, S. G.: Economic Prosperity of the ‘United Provinces .. .. 
H. BELSHAW 
TOWNSHEND-ROSE, H.: The British Coal Industry .. W. PREST 
UNITED NATIONS: Measures for International Economic Stability 
E. L. WHEELWRIGHT 

UNITED NATIONS: World Economic Report 1950-51 .. . 
A. J. REITSMA 
VINER, J.: International Economics .. .. .. G. A. J. SIMPSON-LEE 


Page 
152 
114 


154 


146 


159 
145 
135 








3 a 
a 
% 
a 
PAS: 
. 
3 
% 
Kj 
£ 
Bd 
* 

¥. 


HB 
/ 
EUS 
THE ECONOMIC RECORD 


MAY, 1953 


POST-WAR MONETARY POLICY IN 
AUSTRALIA 


In most well-developed economies since the depression of the 
1930’s, fiseal and direct measures have supplanted monetary policy 
as the chief instrument for controlling the general level of activity. 
Monetary policy was abandoned because it was doubtful whether 
interest rates could be manipulated to very low levels, but even if 
market expectations were favourable to abnormally low. interest 
rates, their efficacy in stimulating activity was uncertain. Further- 
more, the effects of monetary measures were global and far less 
predictable than fiscal influences and direct controls. The economist 
in recent years has tended to treat the money supply as perfectly 
elastic: his analysis has dealt with the aggregates of the income 
flow and the supply of liquid assets has been moulded to his purpose. 
The pendulum is swinging back and governments in one country 
after another are reviewing and reapplying the pressures of monetary 
policy, while economists are reassessing their value in order to 
decide whether their resurrection is the consequence of serious defi- 
ciencies in the new tools of economic control or the discovery of 
new qualities in the old. It is not the intention here to enter this 
debate but rather to review the post-war policy of the monetary 
authorities in Australia. 

In recent years, the Governor of the Commonwealth Bank has 
introduced his Annual Report with a quotation from the Common- 
wealth Bank Act, which prescribes the objectives of monetary policy 
in Australia. The authorities must pursue a monetary and banking 
policy that will ‘‘best contribute to the stability of the currency of 
Australia, the maintenance of full employment in Australia, and 
the economic prosperity and welfare of the people of Australia’’.2 
Rhetorical and impressive as this directive is, it confronts the 
monetary authorities with the dilemma of reconciling objectives 
which are likely to be incompatible. But these broad objectives 


1. Federal Reserve Bulletin, December, 1951; Bulletin of the Oxford Institute of Statistics, 
May, August, 1952; Review of Economic Statistics, August, 1951. 
2. Commonwealth Bank Act 1945-51, Part II, Section 8. 
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cannot be attained by monetary policy alone; nor is monetary policy 
necessarily the strongest influence in their realization, yet it has a 
valuable contribution to make. Above all, it is desirable that monetary 
policy should be consistent with the decisions of other influential 
bodies in the Australian economy, in particular the Commonwealth 
Treasury, the Arbitration Court, and the Tariff Board. During the 
post-war years, the initiative appears to have rested with the Arbitra- 
tion Court whose decisions on autonomous changes in wage rates 
and hours of work and the induced changes arising out of cost of 
living adjustments have significantly changed the distribution of 
income that would otherwise have existed between town and 
country. While it has been within the power of the monetary 
authorities to reduce the post-war fall in the internal value of money 
by changing its external value or restricting the expansion of liquid 
assets required to finance the higher money national income, the 
monetary authorities have not acted contrary to the decisions of 
the Arbitration Court in order to maintain full employment; in 
effect, they have, in the words of Professor Robertson, ‘‘abdicated 
from exercising that sovereignty over the standard of value which 
we thought we had committed to their charge’’.2 In addition, they 
have co-operated with the fiscal authorities to reduce the inflationary 
gap and smooth the adjustments within the economy induced by 
the impact of exogeneous factors. 

Monetary policy impinges on real income primarily by varying 
the quantity of money available to the economy. In a highly organized 
capital market a reduction in the quantity of money will raise the 
eost of borrowing first in the treasury bill and bond markets and 
subsequently in other sectors of the money market as investors sub- 
stitute high for low yielding securities, and lending institutions 
raise rates to restore the profitability of their businesses. The tra- 
ditional mechanism which was revived in London recently, cuts these 
processes short by raising Bank Rate and contracting the supply 
of money which forces the market ‘‘in the bank’’. In general, interest 
rates will tend to move inversely with the ratio of the stock of money 
to money national income, unless borrowers are suppressed by direct 
measures, the velocity of circulation varies, or other parameters of 
the liquidity preference function change. It is generally conceded 
that the influence of monetary policy on the level of activity is less 
powerful in a slump than in the circumstances of the last few 
years when aggregate demand has been running strongly. If interest 
is a significant cost element in entrepreneurs’ decisions and amortiza- 


3. D. H. Robertson, “What has happened to the rate of interest?’ Three Banks Review, 
1949. 
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tion charges are relatively small, real investment plans may be 
reduced when interest rates rise. Firms relying on the issue of 
shares to finance investment projects will have greater difficulty in 
securing the funds they need since the return on alternative avenues 
of investment will have risen. In addition, the shock of an increase 
in interest rates may cause an irrational revision of optimistic 
expectations and a downward adjustment of the marginal efficiency 
of capital. But monetary policy which operates with price adjust- 
ments is a blunt weapon. If business is buoyant large changes in 
interest rates will be necessary to achieve a significant reduction 
in aggregate demand. Furthermore, the ‘‘unsatisfied fringe of 
borrowers’’ eliminated by the market forces will not necessarily be 
those we wish to exclude if a welfare criterion is applied. In general, 
with given expectations, the monetary weapon will discriminate 
against those investment plans with long period benefits and have 
little influence on the projects bearing early fruit. If the monetary 
authorities discard the price mechanism and apply a restrictive 
policy by rationing the supply of loanable funds, a rise in interest 
rates may be avoided and the borrowers who are to be eliminated 
may be selected on some pattern of social priorities in addition to 
the criteria of credit worthiness which are applied by lenders in any 
ease. Australian monetary policy in recent years has avoided the 
traditional use of the price mechanism and maintained low interest 
rates by quantitative and qualitative restriction of advances, direct 
controls over raw materials, and capital issues supervision.® 

In order to implement monetary policy, the monetary authorities 
require control over the total stock of money, and this necessarily 
implies that they can influence the acquisition of assets by the private 
commercial banks. In the findings of the 1936 Royal Commission 
on Banking there was a unanimous recommendation that compulsory 
variable minimum cash reserves would provide adequate control, 
but this machinery has never been implemented. Instead, in the 
early war years, the Special Accounts procedure was evolved and 
has operated ever since. From late 1945, the Central Bank may 
require a private commercial bank to hold in fixed deposits at the 
Central Bank (i.e. in Special Accounts) any increase in its total 
assets since July 1945 plus the Special Account balance of that 
month. This procedure is a modification of the compulsory variable 
minimum cash reserves, in that firstly changes in total assets rather 


4. H. D. Henderson, ‘“‘The Significance of the Rate of Interest’, Oxford Economic 
Papers, 1938. J. Pedersen, ‘“‘Credit Policy Reviewed’’, Weltwirtschaftliches Archiv. Bd. 67. 

5. Direct controls over raw materials such as restrictions on the use of materials in 
the construction industry will reduce the demand for loanable funds. 

6. Legislation is now being drafted to limit the uncalled liability of the commercial 
banks to Special Account levies. 


Stace Suet 
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than total deposits determine the amount of fixed deposits at the 
Central Bank—a distinction of little importance, and secondly, 
that no minimum ratio needs to be prescribed from time to time 
as in U.S.A., since the relevant ratio of Special Accounts to changes 
in total assets is in effect 100 per cent. It is doubtful whether the 
compulsory variable minimum cash reserve, aS recommended by 
the Commissioners, would have been as efficient as the procedure 
which was adopted. In the first place, the compulsory cash reserve 
was not to operate for more than 18 consecutive months, and 
secondly it was not to be in force for more than 18 months in any 
two years. While it is improbable that the intermittent operation 
of this machinery would have encouraged the private commercial 
banks to expand their income earning assets in the intervals when 
the controls were relaxed, their re-application after an interval of 
relaxation might have focussed undesirable publicity on these 
restrictions, provided grounds for resisting them, so straining the 
uneasy alliance which has existed between the Central Bank and 
the commercial banks.” 

One measure of the severity of central bank control over the 
private commercial banks may be calculated from the ratio of the 
change in Special Account balances since the date of commencement 
of the Banking Act to the maximum change in Special Accounts 
for which these banks are liable.® As monthly figures of Special 
Account balances and the total assets of the private commercial 
banks are not available prior to September 1945, estimates of these 
figures have been prepared in order to calculate changes in Special 
Accounts and maximum possible Special Accounts since the opera- 
tion of the 1945 Banking Act. The following graph shows the 
monthly movement in this ratio since June 1946. 

Throughout the post-war period, the commercial banks have 
been subjected to continuous pressure from their customers to 
expand advances which were required to finance the working and 
fixed capital needs of growing enterprises and to maintain real 
capital requirements in an inflation. The commercial banks in turn 
have pressed the Central Bank to increase their cash reserves in 
order to permit them to expand their assets. The Central Bank has 
yielded ground to this pressure by granting central bank loans, but 
the graph does not suggest any relaxation of the Special Account 


7. Giblin, The Growth of a Central Bank, p. 223. Report of Royal Commission on Bank- 
ing, 1936, para. 589. 

8. During the war years, private commercial banks were liable to contribute to Special 
Accounts, the excess of their assets over those of August, 1939. The increasing severity 
of Special Account levies is indicated in the following series: 


Special Accounts June 1942 19438 1944 1945 





Estimated potential Special A/cs 24 per cent 57 per cent 72 per cent 81 per cent 
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levies except for the financial year 1947-48. The ratio of actual 
to potential Special Accounts remained almost constant over the 
financial years 1948-51, but after June 1951 the trend was down- 
wards when the Central Bank restored the liquidity of the private 
commercial banks which had been reduced by the adverse current 
balance of payments and the slackening of the capital inflow. In 
the early post-war year 1946-47 the severity of Special Account 
levies was high, but despite this the commercial banks were able to 
meet their customers’ demands for: larger advances by selling the 
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TABLE I 
Central and Commercial Bank Statistics 


(all statistics are taken from official sources) 











Annual Increase in Commercial Banks 
pete = dd satis 
pecia 

Average for year ending procedure | (estimated) itbiiaianns | iceiitiites Total Special 
% £m. £m. £m. £m. £m, 

June 1946 —- a oa “= —- — 
1947 60-3 —_ 68 —69 21 17 

1948 33-3 10 60 —16 84 17 

1949 43-8 31 34 — 6 110 89 

1950 44-9 31 45 +44 168 65 

1951 49-7 49 82 + 9 226 125 

1952 35-3 60 183 + 9 —89 — 268 























securities which they had accumulated during the war years. By 
June 1948, some commercial banks had practically exhausted these 
assets, and it might be expected that their pressure on the Central 
Bank to expand their cash reserves became stronger. During this 
year the Central Bank relaxed the severity of its Special Account 
levies and granted the first central bank loans (see fig. 3 below). As an 
offsetting measure the qualitative control of advances was introduced 
late in 1947, but even so advances increased almost as rapidly as in the 
previous year and at a higher rate than in the two subsequent years. 
During the financial year 1948-49 Special Account levies were more 
severe, but this was offset by a large expansion of central bank 
loans. In the following year, 1949-50, the growth of central bank 
loans was arrested and there was little change in the severity of 
Special Account levies. Advances continued to rise although at a 
slower pace than in the years 1946-48, and some banks were able 
to increase their holding of securities.® The index of severity of 
Special Account levies rose slightly over the year 1950-51, but 
despite this there was a large expansion of advances, roughly twice 
as great as that of the previous year, made possible, in part, by a 
further expansion of central bank loans. Thus the statistics available 
to us would suggest that the Commonwealth Bank was under con- 
tinuous pressure to increase the cash reserves of the commercial 
banks. When it applied the Special Account machinery with more 
severity it met the commercial banks’ needs by increasing central 
bank loans. In those years when commercial bank advances rose 
rapidly the qualitative control of advances was introduced or revised 
in order to check the growth of advances from the demand side of 


9. Commercial Banking Co. of Sydney £18m. Bank of N.S.W. £20m. It has been claimed 
by these banks which have a large country business that the prosperity of the rural sector 
of the economy reduced the demand for advances. 
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the loanable funds market. While there is no doubt that central 
bank policy has restrained the growth of advances of the commercial 
banks in the post-war period, one cannot be equally confident that 
the policy of the monetary authorities could not have been more 
restrictive without being incompatible with the general policy of 
full employment and the growth of secondary industry. 

Throughout the period under review the cash reserves and 
Special Accounts of the private commercial banks increased, at 
first slowly, but at an accelerating rate during the years 1948-51. 
Over the period September 1945 to June 1951, the increase in cash 
reserves and Special Accounts comprised 59:6 per cent of the 
increase in the total assets of the private commercial banks, the 
remaining 40°4 per cent of their asset expansion resulting from a 
secondary expansion of assets on the slightly increased credit base 
and a reduction in their cash reserve ratios. Since June 1951, these 
ratios have changed substantially as Special Account balances have 
been released, and by June 1952, 21:3 per cent of the increase in 
total assets since September 1945 were held in cash and Special 
Accounts. The expansive factors responsible for the post-war growth 
of private commercial banks’ cash reserves and Special Accounts 
have been analysed in the following table. 

This expansion of the credit base was generated primarily by 
the Central Bank’s acquisition of overseas assets, the expansion of 
loans and advances of the trading sections of the Commonwealth 
Bank, and the purchase of government securities by the Common- 
wealth Bank and the Commonwealth Savings Bank, although, except 
for 1952, these purchases were not sufficient to offset the reduction 
by the government of its short-term indebtedness with the Central 
Bank. On the other hand, these expansive factors have been partly 
offset by the ‘‘inland drain’’, the rise of government balances with 
the Commonwealth Bank, and the increasing indebtedness of the 
Commonwealth Bank and the Commonwealth Savings Bank to the 
public. It is not possible from the published statistics to judge the 
net effect of the changes in ‘‘other assets’’ and ‘‘other liabilities’’ 
of the Commonwealth Bank and the Commonwealth Savings Bank 
because the degree of indebtedness of one of these banks to the 
other is not published. Since the change in ‘‘other liabilities’’ exceeds 
that of ‘‘other assets’’ in the following classification, this would 
suggest that the net effect of these two influences has been contractive. 
It is not possible from published figures to eliminate inter-bank 
balances within the Commonwealth Bank and the Commonwealth 
Savings Bank. ‘‘Other liabilities’, (8) + (9), and ‘‘other assets’’ 
(4) would be reduced equally if this information was available. 








53 GbE ile 2 Boomeseoeves sw Ss Sahm wot SBE ae SHE SB Ks saa 
o + - % Oo mh ob o o = = awe & H A - =| ess TM wa 
BOSE SBSeeu cP RESEPE SHAS eR BS CASH YEO AS ~~ 

= <= os — ’= 

PD 

S 


‘solouBdatosip JUSS pesnvd sey seinsy jo Sutpunor oy} (p) 

*‘pezyuNodsip s{[iq ‘soouvape ‘suo, Ajurew (9d) 

‘yueg YIVemUOWUIOD 9Y} 4e SyUBq [BIDIOUIUIOD ayBAIId 94} JO sqyunoose yuarins pue sjunoddy [eloedg sepnyjoxe (q) 
*SOSBVIOAB 9Y} UBY} B[QUI[e1 SSe_ SoINnSYy oun JO pus 9Yy} syVU [IM ,,SUISSAIPMOPUIM,, “pesn Uuseq BABY 9SeYy} pPUe pdyYsiy 
-qnd aie syueq [e1orauTUI0D eyeatid oy} Jo soinsy oseieae A[uO ynq seinsy sung Jo pues oy} worst A[}sow poredeid useq 
SBY 9[GB} SACOG OY} foUNL IOF SesvIOAG OY} O1B SaINSY SIR “HUB SSUIABG YI[VaMUOWIWIOD VY} Woy YUR_ YI[eeMUOUIUIOD 
0Y4} o}e1edes 0} 9[qQe SYM oY PUB SyURq SUIPes} [VdIoUlId oY} UBY} Joye SYUBq [BIDIOUIUIOD oyeAIId SoazRIOSI 9[qQez SI} 

yey} Ul 10}}8[ OY} WIJ SLayIp 4[ ‘yung po14QUaD v fo yIMOAH S,Ul[GID Ul YW xIpueddy uo poa[jepow useq sey afqez styy, (*) 





















































Q wees 
=] 
oO 86 SOE 10€T c6g 186 7 8 886 90LT €or 008 €€ 06 261 
3 £6 €L¢ 16éI eg¢ FOF 8 F9Z 9c6I OCP LIL cE L8L Ic6I 
2 EL StF 601 10¢ GLE 9 LZ Og9T zee 989 Ze OIL Océ 

6g €8¢ #86 69F L6G L Ilz@ OCF OLE ¥6E (a FEL 6F6I 
S 9 F6 LE6 Ich €8Z L 96T C6EI 68I 8° T€ LI8 St6I 
| 6h LLZ 988 PPP €&3 9 £02 €1ZI IFlI L8I 8Z L98 L¥6I 
= €L 19Z 616 ooP OSS L £02 CtEI OFT 606 83 898 9F6I 
8 (P) Or 6 8 L 9 ¢ F £ Zz I 
- 6+8+z+9 | ‘Na ‘Bag | yURg syurg spuey | p+e+3+T | (0) Ma “48S | wutoy ka “Aq “Avg “UIOD 
fea @A1080% 60/y sasvalvep "ul0g JO | “wWog jo | ‘Bavg ayMg | 8,o11qnd sasvoruy | “WODPUE AT) peosqe ponssy pu “yg “WOg Aq 
ee seg rejoedg Buysnvo # jo ul Sursneo *ULOg JO prey wj09 Prey ‘goog “AOK) | oune jo pug 
a ‘ SUl9}] JO sjosse sujoo pue suey] Jo sjassu “seq ; 

1e}0], (a) eennawi sO pmnbyT 80}0N m0, 30 Bee ‘Si “AE TY 
(wz) 
(e)SYUDT [oWUIUMUWOD aIvAIUg 942 fo sjunodvIP yredyg puD sanuasag yspQ fo Uo1DnI49 
II @Tavy, 









1953 AUSTRALIAN MONETARY POLICY 9 


“Other liabilities” consist principally of deposits at the Common- 
wealth Savings Bank, deposits at the Commonwealth Bank, capital 
and reserves. 

Critics of the Special Accounts procedure argue that it is 
inflexible and far too rigid to meet the daily changes in the com- 
mercial banks’ assets. The potential Special Accounts of any 
particular month are determined by the change in assets over the 
two preceding months. It is claimed that the lag which this method 
of calculation introduces is a serious deficiency. There is no reason 
to believe, however, that the determination of these balances for 
any particular month should not be influenced by the conditions 
prevailing in the month of review. The statistics which are available 
are averages of the balances on the four Wednesdays of each month. 
Consequently, the amplitude of change is obscured and is probably 
greater than the variations which are revealed in the monthly aver- 
ages. In addition, movements in the averages of Special Accounts 
will lag behind actual changes so that any increase occurring in 
one month is likely to be more marked in the following month, 
than in the month when the change occurs. Thus it is likely that 
the averaging of these figures obscures the actual turning points in 
these series. It can be seen from the following graph that there is 
a high degree of correlation between the changes in aggregate assets 
and Special Accounts. Only rarely are the two series opposite in 
sign and most of these cases occur near turning points, suggesting 
that they arise from the lag introduced by averaging. The liquidity 
of the banks improves each year during the months August to 
March, when export receipts flow strongly into exporters’ accounts 
and there is usually a cash outflow on government account financed 
by treasury bills. During the remaining six months of each year 
export earnings are low, and there is usually a net flow from private 
accounts in the commercial banks to government accounts at the 
Central Bank. Consequently, aggregate assets of the commercial 
banks will tend to rise during the second and third quarters of each 
financial year and fall in the other quarters. This trend is illustrated 
in the following graph. Until 1951, the variations in Special Accounts 
offset these seasonal movements in the aggregate assets and protected 
the liquidity of the commercial banks. Special Account balances 
were transferred to current account at the Central Bank in the 
months about June, then for the remainder of each year levies were 
made on their growing funds. Since mid-1951, this pattern has been 
disrupted by the liquidity crisis, and releases have been made from 
Special Accounts throughout the last financial year to compensate 
for the drain on the commercial banks’ cash reserves. 
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Monthly Changes in Average Commercial Bank Assets and 
Special Accounts 
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The amplitude of the variations in aggregate assets and Special 
Accounts steadily increased up to 1951, as the Commonwealth Bank 
accelerated its acquisition of assets. It may be concluded that the 
Special Accounts procedure has been far from inflexible, and while 
central bank policy has been one of restraint it has met the seasonal 
needs of the commercial banks for liquid assets and relaxed the 
severity of its levies on the private commercial banks since June 
1951. However, these adjustments do not meet the requirements 
of the commercial banks, arising from sharp changes in their assets. 

The Central Bank in its traditional role of ‘‘lender of last 
resort’’ makes specific loans to the commercial banks and provides 
them with temporary accommodation. These loans enable the com- 
mercial banks to meet sudden demands made on them, but the high 
rate of interest which is charged, 3} per cent, eliminates most of 
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the profit the borrowing bank may earn from these funds, other 
than the goodwill it derives from being able to extend additional 
loans to its clients. Short-term central bank loans were introduced 
about the middle of 1947 to accommodate the borrowing banks 
and at the same time avoid the release of Special Accounts. Banks, 
the world over, are averse to borrowing from other banks, and 
even in the London money market where the closest co-operation 
has existed between the Bank of England and the Joint Stock Banks, 
the latter until recently!® have avoided securing funds directly 
from the central bank, preferring to apply pressure on the discount 
houses which are forced to use the re-discount facilities of that 
institution to raise the liquidity of the Joint Stock Banks. The 
aversion to inter-bank borrowing has been strong in this country, 
and only recently have the commercial banks secured funds in this 
way, although the facilities have existed for many years. Some 
banks have made substantial use of these facilities from time to 
time, while others! have rarely or never received accommodation 
from this source. It may be noted that a commercial bank has three 
courses open to it if it wishes to provide additional funds to its 
customers. It may switch its assets from securities to advances by 
selling the former, and as total assets are unchanged this transfer 
may be made without affecting the bank’s liability to contribute 
funds to Special Accounts.12 Other methods always involve an 
increase in the bank’s assets. Banks may expand their advances 
with the existing cash reserves, and reduce their cash reserve ratios, 
or they may borrow from the central bank. Those banks using short- 
term central bank loans to provide additional accommodation to 
their customers are first required to sell their securities and their 
secondary reserve ratios fell to very low levels. 

The following graph indicates the rapid growth of central bank 
loans. They were widely used in the last year under review when 
commercial banks were embarrassed by large demands for funds 
from importers at a time when their receipts from abroad on current 
and capital accounts tended to contract. As may be expected of 
emergency advances, the series has moved irregularly although it 
has reached a peak each June for reasons noted above. The statistics 
of central bank loans suggest that some trading banks rather than 
using central bank loans as a temporary source of funds have borrowed 


10. The wartime and post-war departure from traditional practice is described in 
W. M. Dacey “The British Banking Mechanism”, pp. 182-3. 

11. The former include the English, Scottish and Australian Bank Ltd., The National 
Bank of Australasia Ltd., The Australian and New Zealand Bank Ltd.; the latter, The 
Bank of New South Wales, The Bank of Adelaide, The Commercial Banking Co. of Sydney. 

12. Under the 1945 Banking Act this switch in assets requires the tacit approval of 
= Central Bank since “it may determine the (appropriate) policy in relation to 
advances”’. 
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continuously for long periods. Such borrowing defeats the purpose 
of central bank loans and calls for higher interest rates on this 
accommodation as the period of the loan is extended. 


Figure III 
Estimated Central Bank Loans to Private Commercial Banks 
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The provision of accommodation to commercial banks is a 
traditional and useful function of central banks as it provides day 
to day flexibility and operates as a safety valve, should monetary 
restrictions be too severe. While it is probable that this borrowing 
has been forced on the banks by the Special Accounts procedure, 
it is to be hoped that out of this experience banks will gain mutual 
confidence and the practice will not lapse. 

The quantitative controls of the central bank which have been 
discussed above are supplemented with qualitative controls whereby 
the central bank influences the commercial banks’ choice of assets. 
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While this instrument of credit control is not unique to Australia, 
it has probably been carried further in this country than in U.K. 
where recent measures have been taken to make this machinery 
more effective, or in U.S.A., where direction over real estate and 
instalment payment loans has been supplemented since the 
beginning of the Korean War with a loose system of voluntary 
eredit restraint. Selective credit restraints operate to limit the 
purpose and field of a loan, its amount and the term on which it 
is extended. It is often argued that qualitative controls are only 
applied because the traditional quantitative measures are weak, 
but this instrument is useful at all times in that it exercises some 
influence over the direction of growth of the economy. While quali- 
tative controls are a poor substitute for quantitative measures, they 
will work best in association with these, although their deficiencies 
make it undesirable that they be relied upon as the chief instrument 
of monetary policy. Selective credit controls may be inequitable, 
discriminating against the small and the new firm which has only 
costly access to the new issues market. Administrative difficulties 
are inevitable in that the operation of selective credit controls will 
depend on the co-operation of the commercial banks whose own 
interest would best be served by an expansion of advances. Any 
pattern of approved purposes, fields and terms of advances may 
be cireumvented unless the banks administering the scheme co- 
operate and in any case funds will tend to leak from one purpose 
to another. 

The main objective of selective credit controls in this country 
has been to limit bank advances to the fluctuating working capital 
requirements of enterprises, forcing them to secure funds for other 
purposes from the new issues market.!* In this way the rate of 
growth of the quantity of money is reduced and the public’s 
holdings of securities is increased. In addition, certain industries 
have received more favourable treatment than others. For instance, 
banks have been permitted to finance capital expenditure in the 
rural industry and elsewhere in the economy where serious shortages 
of essential goods have retarded production. The statistics of 
advances which are available show wide variations in the rate of 
growth of the various classified groups and little consistency from 
year to year. The proportion of the annual increase of advances 
which has been devoted to constructional purposes over the last 
three years has been large, although in the last year its rate of 


18. In the latest statement of advance policy (October, 1952) following the easing of 
inflationary pressure, qualitative controls have been limited to advances exceeding £10,000 
to acquire fixed assets unless capital issues approval has been obtained or the advance 
is required to purchase buildings, land for housing, or rural improvements. 
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growth declined as bankers financed the large imports of manufac. 
turers and traders. 

The growth of advances to the wholesale trade in the last year 
contrasts sharply with earlier experience when the retail trade 
received a larger share of the increased bank accommodation. This 











TABLE III 
Percentage Distribution of the Increase of Bank Advances 
Dec. 1948 Dec. 1949 Dec. 1950 June 1951 
to Dec. ’49 | to Dec. ’50 | to Dec. ’51 | to June ’52 
Rural eA 4-2 21-2 6-5 11-8 
Manufacturing 16-3 3 32-3 49-9 
Transportation £3 ss ee 2-8 3-2 1-4 3 
Builders, Building Societies and 
Personal Home Loans 39-0 39-8 23°4 —7-4 
Retail Trade 6-2 14-9 8-9 10-8 
Wholesale Trade 2-4 —11:1 18-1 22-9 
Public Authorities .. 5-6 18-4 *2 4-1 
Other Personal Loans 9-5 11-1 5-6 1-6 
Other Commerce 14-0 2-2 3-6 6-0 
Total 100-0 100-0 100-0 100-0 

















change may indicate that with the passing of a seller’s market 
wholesalers are assuming their customary function of holding stocks 
for the benefit of retailers whereas in earlier years retailers and 
manufacturers were obliged to hold large stocks themselves if they 
were to be assured of supplies.!4 

During the financial year 1951-52 the Australian monetary 
authorities averted a liquidity crisis reminiscent of that of 1930. 
In both eases, the crisis was initiated by a sharp reduction in Aus- 
tralia’s overseas balances arising from a fall in export income and 
capital inflow and a lag in the downward adjustment of the level 
of imports as real income fell in this country. The recent liquidity 
crisis has been circumvented with a smoothness markedly different 
from the fumbling and expediency of the earlier period. At that 
time the central bank’s powers were limited to the manipulation of 
the resources of the Commonwealth Bank, the Commonwealth Sav- 
ings Bank, the control of the note issue, and the uneasy voluntary 
alliance of the commercial banks whose co-operation was unreliable 
because they feared competition from, and loss of independence to, 
the Commonwealth Bank. Even so, the Central Bank did not use 
these limited powers it possessed to avoid a contraction of the 
commercial banks’ assets. The expansion of the credit base which 
did occur in 1931 although overseas balances were still falling, was 


14. The development of selective credit controls in this country is discussed in more 
detail in an appendix. 
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fortuitous, the consequence of central bank purchases of treasury 
bills to finance government deficits. Equipped with wider powers, 
a better understanding of its functions and the immediate imposition 
of import controls, the Central Bank met the recent liquidity crisis 
of the commercial banks by releasing Special Accounts. In this 
way it avoided the contraction in liquid assets, advances and 
deposits which would otherwise have been associated with the adverse 
balance of payments. The release of Special Accounts has permitted 
the commercial banks to do more than avoid a monetary deflation; 
their cash reserves have improved slightly, and central bank policy 
has enabled the commercial banks to make a highly profitable switch 
in their assets from Special Accounts to loans and advances. Over- 
drafts, it may be expected, will fall as importers’ stocks are sold. 

Australian post-war monetary experience has emphasized that 
central bank techniques should be flexible and adaptable to changing 
conditions. They should be sufficiently flexible to meet the varying 
needs of different commercial banks unevenly affected by economic 
changes which bear with unequal incidence on the different industrial 
sectors in which they have chosen to specialize. Wide variations in 
the asset structure of the Australian banking system appears to 
be inevitable while this country is an important raw material pro- 
ducer and an attractive field of investment for foreigners. With 
changes in export receipts, capital inflow and the demand for 
accommodation within the various sectors of the economy the central 
bank must be in a position to redress the varying influences on 
the internal value of money. The central bank will apply pressures 
at any sensitive point in the banking system provided it is not 
incompatible with the long-run interests of this country. For this 
reason, it has not been possible to transplant the banking machinery 
of other countries to our environment, and the post-war monetary 
system which has developed in this country is appropriate to Aus- 
tralian conditions. Post-war monetary policy has depended on the . 
overall regulation of the commercial banks’ assets by means of the 
Special Accounts procedure, and qualitative controls. Modifications 
and not the abandonment of the former are proposed in legislation 
which is pending while qualitative controls have been relaxed with 
the easing of inflationary pressures in the economy. The more 
delicate instruments of central bank control such as open market 
transactions, and changes in interest rates which have been success- 
fully applied in well-developed money markets, are less appropriate 
to Australian conditions where a high proportion of capital expen- 
diture is undertaken by public authorities which are less likely to 
be influenced by changes in the cost of borrowing. The growth of 
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the Central Bank’s power over the post-war period would seem to 
have converted the commercial banks into public utilities carrying 
out public policy for a remuneration controlled by the Central Bank, 
but while this is true in a general way, the commercial banks still 
have a most important and specialized function to perform, namely 
the determination of the credit-worthiness of the borrower. 


R. R. HIRST. 
The University of Adelaide. 


APPENDIX 
SELECTIVE CREDIT CONTROLS 


The Commonwealth Bank has issued directives from time to 
time to guide the commercial banks’ lending policies. Five major 
directives have been issued, the earliest late in 1947 and the others 
in May 1949, November 1950, May and October 1952. 

There has been no change in the general policy underlying these 
detailed directives since the first was issued. The five directives 
have required the commercial banks to avoid making loans for capital 
expenditure or in circumstances where additional capital rather than 
overdraft facilities are required to keep the structure of business 
sound. Each directive has varied the exceptions to this general rule 
as economic conditions have changed and judgment has been passed 
on the operation of previous directives. In its latest (October 1952) 
statement on advance policy, the Central Bank has relaxed its control 
over all advances unless they exceed £10,000 and are to be used to 
purchase fixed assets other than land and buildings. In that case 
the approval of the Capital Issues Board is necessary before the 
advance is granted. It is proposed to compare the treatment of fixed 
and working capital needs of established and new enterprises and 
personal loans in the 1947 and the May 1952 directives. 


Personal Loans 


Directives tended to become more detailed and explicit with 
the terms of borrowing and the maximum loans more clearly pre- 
scribed. In 1947, for instance, ‘‘advances (for personal loans) may 
be granted within moderate limits provided they can be liquidated 
within a reasonable period’’. In 1952 ‘‘finanee for personal needs 

. up to £500 may be granted for reasonable needs not in conflict 
with the general objectives of policy’’. 
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Working Capital Requirements 


In the earliest directive there was an attempt to confine over- 
drafts for traders such as retailers, wholesalers, manufacturing 
agents and indent agents to the limits available to them at that 
date. The later directive did not refer to overdraft limits but 
required banks to make advances for the reasonable working require- 
ments of their customers. 

Regulations covering advances to finance hire purchase and 
cash order business became more restrictive. In 1947 ‘‘accommoda- 
tion may be granted to finance hire purchase transactions for the 
purchase of industrial and farming machinery . . . motor vehicles 
from the Commonwealth Disposals Commission; also cars and trucks 
for business purposes’’ but existing limits should not be increased 
to finance any other hire purchase transactions and no new or 
additional loans should be provided for cash order purposes. In 
1952, ‘‘new or additional bank finance should not be granted for 
hire purchase or cash order business’’. The seepage of funds from 
one purpose to another is evident in the 1952 statement which 
required ‘‘care . . . to be exercised to ensure that finance granted 
to customers for other purposes is not used to expand their hire 
purchase or cash order business’’. 


Advances for Capital Expenditure 


There was little change in the underlying principle that capital 
expenditure and non-fluctuating working capital should be financed 
outside the banking system. In 1952, ‘‘finance for capital expen- 
diture or for investment is not to be provided’’; in 1947, ‘‘where 
overdrafts are already used to finance capital expenditure new capital 
should be raised and the overdraft liquidated”. It is in the exceptions 
to this general rule that changes in policy may be seen. Exceptional 
eases and the limits to which these may be financed were more clearly | 
stated. For instance, in both years it was legitimate for banks to 
finance the building of homes but where in 1947 ‘‘the building of 
homes, builders, building companies, co-operative building and 
housing societies may be financed’’, in 1952 ‘‘up to £3,500 may be 
granted for the purchase or construction of a house’’ to be owner- 
occupied and up to £15,000 may be granted for the acquisition of 
a rural property where the transaction is not a speculation. 

There were substantial changes in the directions governing . 
advances to be granted to new firms and existing businesses wishing 
to expand their scale of activity significantly. In 1947, the com- 
mercial banks were required to judge whether the new advances 
would finance essential production, ‘‘increase production above the 
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ultimate demand’’ or “‘lead to production which in the long run 
would be uneconomic’’. The 1952 directive required the commercial] 
banks to provide additional accommodation for the establishment 
of new enterprises or the substantial expansion of existing firms 
only if reference has been made to the Central Bank or Capital 
Issues approval has been given to the raising of non-bank finance 
to cover the increase in fixed assets. 











A KINKED DEMAND CURVE FOR 
MONOPOLISTIC COMPETITION 
I. Introductory. 
II. The Concept of Numbers. 
III. The Transition from Pure Competition to Pure 
- Monopoly. 
IV. The Kinked Curve for Polypoly. 


V. The Implications of a Kinked Demand Curve. 
VI. Conclusion. 


I 


One of the most distinguished contributors to the theory of 
monopoly price has recently favoured us with a re-formulation of 
his basic ideas upon the subject.1 The fundamental change in Pro- 
fessor Chamberlin’s approach, we find, lies in his attitude to the 
problem of the ‘‘group’’: 

‘‘The individual firm is either isolated or related oligopolistic- 


ally to others. The group has disappeared from the formulation 
here given, and with it the concept of ‘large numbers’. . .’” 


This represents a distinct shift in Professor Chamberlin’s posi- 
tion and seems to be an attempt to resolve what must be regarded 
as the pons asinorum of post-Marshallian value theory, to the exist- 
ence of which Mr. Kaldor has never tired of directing our attention. 
Some years ago, it will be remembered, he chided Professor Cham- 
berlin that he ‘‘nowhere defines what he means by a state of mono- 
poly in the sense in which this is different from a state of mono- 
polistic competition’’.2 It appears that Professor Chamberlin now 
concedes this point; for the seller in the ‘‘large group” is now 
described as ‘‘isolated’’, along with the case of ‘‘pure monopoly’’. 
Both cases, presumably, are amenable to the same analytical 
technique. 

But, in escaping one horn of the dilemma, we are immediately 
confronted with the other; for ‘‘in the case of polypoly there is 
(and in the case of monopoly there is not) a group of firms whose 
prices jointly exert a large influence on the firm’s sales’’.4 In this 
article it will be argued that the dilemma is a real one. There is 
an interdependence. associated with numbers, distinct from that 
subsumed by the oligopoly case. It will, then, be our purpose here 
to explore the nature of this interdependence. 


1. E. H. Chamberlin, ‘“‘Monopolistic Competition Revisited”, Economica, November, 1951. 

2. E. H. Chamberlin, loc. cit., p. 362. 

3. N. Kaldor, “Professor Chamberlin on Monopolistic and Imperfect Competition”, 
Quarterly Journal of Economics (1938), p. 526. 

4. N. Kaldor, Review of Triffin, Economica, November, 1942. 
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Before proceeding, however, it should be noticed that Professor 
Chamberlin is not at all happy about his new position and indicates 
that ‘‘there is urgent need for examination of the variety of criteria 
by which areas intermediate between the firm and the whole 
economy may also be meaningfully defined’’.5 Thus, ‘‘the subject 
needs to be re-written in terms of that extremely useful concept 
which originated, I believe, with Mr. Kaldor of cross-elasticity of 
demand, rather than in terms of the number of sellefs in a market’’s 

Such a task is, of course, beyond the scope of a short article; 
but it is hoped, in what follows, to develop some of the implications 
of the approach suggested by Professor Chamberlin. Fortunately, 
the territory is not wholly unmapped. In particular, the work of 
Mr. Triffin’ provides us with a convenient point of departure. Using 
the concept of cross-elasticity of demand of firm i with respect to 
a change in the price of another firm j, Triffin distinguishes three 
general categories of market situation :8 

(1) IsoLATED SELLING (culminating in Pur—E Monopoty when 
the coefficient PsP =0Q 
qidp; 
(2) HETEROGENEOUS COMPETITION between firms, for which 


the coefficient P:®%' takes a finite value. 
Qiop; 
(3) Homogeneous Competition between firms, for which the 


coefficient Pog _ 0, 
qidp; 
To illustrate the method by which these definitions are derived, 
let us consider the argument by which a value of © is established 
for the case of homogeneous competition: 


“‘First of all, let us take the case where the slightest cut in 
Pj, Pi remaining unchanged, . . . reduces to zero the sales (and 
revenue) of i, driving all its customers toward firm j. The value © 
then reached by the coefficient gives us an economic indication of the 
homogeneity of the goods sold by the two firms. In the traditional 
terminology, the two firms would be said to be selling the same 
commodity. Depending on the number of firms between which such 
a relation exists, the case would be classified as duopoly, oligopoly, 
pure competition. Let us call the general category homogeneous 
competition. ’’1° 


At first sight it may seem strange to find duopoly and oligopoly 
keeping company with pure competition; but, as Mr. Triffin rightly 


5. E. H. Chamberlin, loc. cit., p. 362n. 
6. E. H. Chamberlin, loc. cit., p. 355. 
7. R. Triffin, Monopolistic Competition and General Equilibrium Theory (1941). 
8. op. cit., p. 104. 
Mr. Triffin points out that the values 0 and o are to be conceived only as limiting 
cases; hence, correctly speaking, the coefficient will only approach these values. 
10. R. Triffin, op. cit., p. 103. 
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urges, the classification has its rationale in ‘‘the rigid connection 
between the prices of economically homogeneous goods . . .’’!! 
Clearly, then, the coefficient thus derived is a coefficient of substi- 
tution; it measures the substitutability between the products of 
firms i and j. This coefficient we shall denote X,;; and, for the sake 
of convenience, we shall subsequently refer to X;; as the cross- 
elasticity of substitution of firm i with respect to the price of firm j. 


II 


At this point we must leave Mr. Triffin’s analysis—as indeed he 
does himself—for he does not address himself to the problem of 
defining groups which Professor Chamberlin has posed for us. In 
fact, Triffin expressly renounces the group as a useful concept. ‘‘In 
the general pure theory of value, the group and the industry are 
useless concepts.!2 ‘‘Moreover, when this concept is abandoned, the 
criterion of numbers is left in mid-air.’’!* Unfortunately, however, 
Mr. Triffin’s abandonment of the group proves to be, viewed from 
a pragmatic standpoint, singularly unfruitful. 

Nevertheless, it is not wished to deny that there is a good deal 
of substance in criticisms which have been levelled against tradi- 
tional definitions of the group. Im earlier theories, the group is 
implicitly delineated in the definition of a ‘‘commodity’’. A group 
is merely a collection of firms selling the same (or a similar) com- 
modity. Numbers are determined by a simple process of counting. 
Once, however, we recognize the essential heterogeneity of com- 
modities, this schema falls to the ground. At first sight this may not 
indeed be obvious. Why, it may be asked, is it not possible, if we 
wish to consider groups of firms and to describe them in number 
terms, to define the group as a collection of firms linked by signifi- 
cant cross-elasticities? Could not numbers then be determined by 
simple counting, weighting firms according to outputs if it is 
desired to take into account the relative importance of individual 
firms? 

The answer to these questions must be no. For, firstly, in the 
group of the Marshallian tradition, there resides a factor (a property 
attaching to the ‘‘commodity’’) which is common to all firms of 
the group. This common factor is derived from the substitutability 
in usel4 of the commodities in question. But cross-elasticities of 


ll. R. Triffin, op. cit., p. 140. 

12. R. Triffin, op. cit., p. 89. 

13. R. Triffin, op. cit., p. 100. 

14. Cf., for example, “For some purposes it may be best to regard Chinese and Indian 
teas, or even Souchong and Pekoe teas, as different commodities; and to have a separate 
demand schedule for each of them. While for other purposs it may be best to group 
together commodities as distinct as beef and mutton, or even as tea and coffee, and to 
have a single list to represent the demand for the two combined . . .”, Marshall, 
Principles, 8th Ed., p. 100n. 
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substitution cannot define a group in this fashion, because these 
represent relationships between two individual products, considered 
in isolation. Thus, product A, may be significantly related to product 
B, which in turn may be related to product C; but there may be 
no relationship at all between the products of A and C. And, 
secondly, what values of the X,; are to be considered significant? 
To say that any finite value is significant is immediately to rule out 
the possibility of ‘‘pure monopoly’’, as Mr. Kaldor has demon- 
strated.® On the other hand, to fix upon some given positive value 
as being significant would be purely arbitrary. At this point, our 
real-world cases would jump suddenly from firms considered as 
competitive within a ‘‘large group’’ context to firms each of which 
is conceived as a ‘‘single seller’’. 

Fundamentally, of course, our difficulty arises from the fact 
that, strictly speaking, we can only count like things. To meet this 
problem, then, it is proposed to introduce a second cross-elasticity 
by means of which it is hoped to define the group and to measure 
its effective numbers content. For the time being, we shall proceed 
upon symmetry assumptions, although it will be possible to dispense 
with these at a later stage. Specifically we assume: (1) that cross- 
elasticities of substitution are symmetrical, ie. Xj; = Xj; and (2) 
that outputs of firms linked by significant cross-elasticities are equal, 
i.e. qi = qj. 

We may usefully approach our second cross-elasticity by return- 
ing to the argument by which a value of © was established for Xj; in 
the case of homogeneous competition. This cross-elasticity is defined 
in terms of the effect upon the sales of firm i resulting from a 
reduction in the price pj, all other prices remaining unchanged. But 
what happens if there is a rise in the price of firm j, all other prices 
again being unchanged? How will this react upon firm i? In the 
first place, firm j will, in this case, lose all its sales; and these will 
be distributed at random between all the other firms in the group, 
including our firm i. Thus, if there are large numbers in the group, 
5q; will be very small; if numbers are few, it will be significantly 
large. This cross-elasticity, then, with Sp; in the positive sense, 
suggests itself as an appropriate index of numbers. We shall desig- 
nate it by x, and, for convenience, refer to it as the cross-elasticity 
of numbers. 

It is important to notice that this second cross-elasticity is 
relative to the first, the cross-elasticity of substitution. But they 
are not the same, although theory has never clearly distinguished 
them and they have often been used inter-changeably. An exception, 


15. “Professor Chamberlin on Monopolistic and Imperfect Competition”, loc. cit., p. 526. 
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however, is to be found in the well-known article of Messrs. Hall 
and Hitch.'¢ In it the authors explicitly distinguish the cross-elasticity 
defined by a rise in price (our x) as that relevant to the deter- 
mination of numbers. Moreover, ‘‘there are two factors which . 

tend to make these cross-elasticities small. One is the smallness of 


the proportion of consumers (or potential consumers) for whom 


the elasticity of substitution is high. . . . The second factor is the 
range and evenness of ‘scatter’ of the affected consumers among 
the products of other firms”.17 

Thus, the value of x, varies directly as the substitutability 
between products and inversely with the number of similarly related 
firms. Therefore, by dividing x;; by the cross-elasticity of substi- 
tution, X;;, we may eliminate the substitutability component. Since, 
however, the relationship between x,;; and the number of firms is 
an inverse one, we must take as our numbers criterion the reciprocal 
ratio. Then our numbers coefficient is defined as N = X4j/x;.!8 
Now it is easy to see that, as we approach the case of an ‘‘isolated 
seller’’, this ratio approaches the value of 1. This is so because, 
for those customers on the margin of substitution between the pro- 
ducts of two isolated sellers i and j, there is no difference, so far 
as the distribution of their preferences between i and j is concerned, 
between a cut in the price p; (which gives us X,;): and a rise in the 
price py (which gives us x;). 


III 


We must now make explicit the implications attaching to our 
concept of numbers. However, to do this it is first necessary to 
attach a notional significance to the elasticity concept as applied 
to an individual firm. Here, the concept of elasticity (and cross- 
elasticity) of demand implies the division, for any given price dif- 
ferential 5p, of the firm’s customers into two categories, namely 
intra-marginal customers who are not sensitive to the given price 
differential and marginal customers who are.!® 

Now perhaps the best way of bringing out the significance of 
our numbers coefficient will be to consider in what circumstances 
our N will take the same value as an n derived by simple enumera- 
tion. This will be the case when the marginal customers of firm i 
are marginal with respect to every other commodity in the group. 


16. R. L. Hall and C. J. Hitch, “Price Theory and Business Behaviour’, Ozford 
Economic Papers, No. 2 (1989). 

17. R. L. Hall and C. J. Hitch, loc. cit., p. 16. 

18. We put the coefficient in this form for expository reasons, for now both elements of 
the ratio refer to the distribution of preferences of the same set of customers, viz., the 
marginal customers of i. However, in virtue of our symmetry assumptions, this ratio is 
no different from X,,/x,- 


19. But see the generalization of this statement in the last paragraph of this Section. 
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For, if any related firm j cuts price, it will attract all the marginal 
customers of i, since these are all marginal with respect to the pro- 
duct j. This gives us X;;. On the other hand, if firm i raises its price, 
its marginal customers will be distributed at random between all 
other sellers in the group (since these customers are indifferent as 
between all the products in question). Thus, only a fraction (1/nth), 


depending upon the number of firms in the group, will accrue to | 


firm j. This determines the value of x; Clearly, then, our N will 
be a simple function of the number of firms involved in this rela- 
tionship.?° 

It will be seen at once that this is an ideal (i.e. limiting) case, 
It will also be seen that such a situation will be associated with a 
high degree of substitutability in use between the products in 
question. In fact, the case pre-supposes that, so far as marginal 
customers are concerned, all competing products are equal sub- 
stitutes. Although implying a high degree of substitutability in 
use, this case does not, however, necessarily involve high cross- 
elasticities of substitution, as may readily be seen from an example. 
Thus, we may have 50 brands of tea selling in a market. Cross- 
elasticities of substitution may be relatively small; that is to say, 
customers may be strongly attached to their particular brands. But 
it may well be that these customers, as they become marginal, are 
indifferent as between all other brands of tea. In other words, every 
other brand of tea may rank equally as a second preference. Now, 
if the second preferences of a significant number (which is implied 
in a significant X,;) of the customers of any firm i are inter- 
changeable between the same set of alternatives, this provides us 
with an economic indication that firm i is surrounded by a group 
of products which are able to satisfy a common utility or, in other 
words, which are substitutable in use. Clearly, this is the classical 
Marshallian concept of the group. In the limiting case of homogeneous 
competition, in which all customers are marginal with respect to all 
related products (since these are ‘‘identical’’), this relationship 
must hold. 

It is now necessary to consider the limiting case at the other 
extreme. In this case, each of the marginal customers of i (for a 
given price differential) will be marginal with respect to only one 
other product, so that we have the picture of a group of marginal 
customers attached to i, some of whom are marginal with respect 
to j, some with respect to k, some with respect to 1, and so on. Now 
it is easy to see that in this case our numbers coefficient will take 


20. It need hardly be pointed out that cross-elasticities necessarily define numbers 


exclusive of firm i. 
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the value of 1. This is so because, for those buyers of product i who 
are marginal with respect to j (and only j), there is no difference 
between a cut in p; and a rise in p;. We may, then, express the 
essentials of this case by saying that, in this situation, the second 
preferences of the customers of i are specific; or, alternatively, 
that there is no competition between second preferences.2! Which 
is merely another way of saying that there is no group of competitive 
products surrounding firm i. 

It is, then, in these terms, with N approaching unity, that we 
tentatively define the case of an ‘‘isolated seller’’. Thus, an isolated 
seller is defined by the criteria: (1) that the X;; are small® (the 
substitution criterion) ; and (2) that N-1 (the numbers criterion). 
This definition, it should be pointed out, does not necessarily involve 
a highly inelastic demand curve for the seller in question, since 
the sum effect of a number of small finite cross-elasticities may be 
considerable. This is, however, not inconsistent with the Marshallian 
concept of ‘‘pure monopoly’’2* although it is with some later formu- 
lations. However, since the terms ‘‘isolated seller’’, ‘‘single seller’’ 
and ‘‘pure monopoly’’ imply, or have acquired the implication of, 
a degree of isolation from the general economic matrix which, in 
fact, no firm can enjoy in practice, and to emphasize the special 
sense of our definition, it is proposed to call a firm in this category 
an independent seller. The appropriateness of this terminology will, 
it is hoped, become apparent at a later stage. 

It is, of course, not enough to fabricate a new definition; it 
is also necessary to show that it constitutes a useful analytical point 
of departure. During the 1938 controversy, Mr. Kaldor remarked 
that had Professor Chamberlin attempted a definition of ‘‘pure 
monopoly’’ (in contrast to monopolistic competition) ‘‘the difficulties 
of arranging actual cases as a series between monopoly and com- 
petition would have at once been apparent’’.24 This, then, con- 
stitutes the justification for our special concept of numbers; for it 
enables us to proceed immediately to an analytical description of 
this transition in terms of X and N. Thus, for an independent 
seller, the X\; are small and N>1; for pure competition, the Xj; 
(between related firms) approach and N is large. 

21. If, instead of considering a given price differential bp we take a range of values 


for &p we may broaden this criterion. Our condition then requires that the n preferences 


of buyers should be specific or ordered, that-is to say, there must be no group of competing 
products between which a significant number of customers are indifferent. A customer is 
indifferent as between two products if he is not prepared to pay more for the one alter- 
native than for the other. 

22. The X,, must be relatively small to rule out oligopoly effects. 

28. The Marshallian “single seller’? depends upon the existence of a gap in the chain 
of substitutes. Clearly, the degree of ‘‘singleness’”’ is relative. 


24. N. Kaldor, “Professor Chamberlin on Monopolistic and Imperfect Competition”, 
loc. cit., p. 526. 
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However, to fully describe the various types of market situation, 
we must take account of oligopoly effects. To define an oligopoly 
situation, again we need two criteria.2° These are: (1) that the X, 
are significantly large; and (2) that N is smail. Thus, in the limiting 
case of symmetrical pure duopoly, X;; will approach ~ and N will 
approach 1. 

The fact that N > 1 in both the case of independent selling and 
that of duopoly highlights the real import of the foregoing analysis. 
Mr. Triffin has rightly stressed the need to cast the theory of the 
firm in terms of ‘‘external interdependence’’. But if we are going 
to describe the interdependence of firms, we need to begin, not with 
the one-firm ‘‘atom’’ of Professor Chamberlin, but rather—if we 
may persist with his somewhat shaky metaphor—with a ‘‘molecule’”’ 
made up of at least two firms. And this is precisely what we have 
done above. Thus, we may begin with two independent sellers 
linked by zero or small finite cross-elasticities of substitution. As 
we increase the substitutability between the products, we move 
towards duopoly. By increasing the number of similarly related 
firms, we move into oligopoly. As numbers are increased indefinitely, 
we get polypoly, with pure competition, when the X;;—> ©, as the 
limiting case. Again, our two-firm starting point is additionally 
valuable, since it provides us with the first link of chain-relationship. 
There is one other point worth noticing. Adoption of the approach 
suggested above would make the approach to the theory of the firm 
symmetrical with recent developments in the theory of demand, 
where, instead of beginning with the utility function of a single 
commodity, we begin with the substitution (or indifference) function 
between two commodities. 

This definition of oligopoly is purely formal, however. The 
real problem, of course, is to determine what values of the substitu- 
tion and numbers functions are, in fact, significant. But we must 
put this question aside in this paper for our immediate concern 
here is the case of the ‘‘large group’’. 

Before proceeding to explore the implications of our definitions 
for the theory of monopolistic competition, however, it should perhaps 
be pointed out that, although the above argument has proceeded 
in terms of the movement of marginal customers, nothing in that 
argument needs to be changed if we substitute instead the more 
general notion of marginal purchases. All we need do is to conceive 
each unit-purchase as being made by a conceptually discrete ‘‘cus- 
tomer’’. In fact, the movement of marginal customers will, gener- 

25. It is, I believe, from attempts such as have become quite general in recent theory 


to define oligopoly in terms of one cross-elasticity that has arisen the wide divergency 
of opinion about oligopoly. For one economist it is the exception, for another it is the rule. 
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ally speaking, be characteristic of the competitive group; the 
transfer of marginal purchases is more likely in the case of inde- 
pendent selling. Thus, it is unlikely that a buyer of one brand of 
tea will, under the stimulus of a price differential, only switch 
part of his purchases to the cheaper brand, although he may do so. 
For example, he may continue to purchase what he considers the 
better quality product for use on special occasions, switching the 
balance of his outlay to the cheaper brand. (This, unhappily, seems 
a more likely event in the case of whisky.) On the other hand, a 
buyer of a product for which there are no close substitutes in use 
is not likely to shift the whole of his expenditure away from that 
product. As a matter of fact, these considerations provide us with 
a good rule of thumb by which we may, in practice, distinguish 
genuine polypoly from independent selling. 


IV 


It will be the contention of this Section that the definitions 
elaborated above constitute something more than mere academic 
refinement. For, where N is significantly large, a numbers factor 
appears which, it will be argued, fundamentally affects the pricing 
behaviour of the firms concerned. We shall call this factor ‘‘numbers 
interdependence’’; and it will now be our concern to demonstrate 
the nature of this interdependence. 

Now it is easy to see from our definitions of the two cross- 
elasticities, X and x, that: 


(a) the ordinary elasticity of demand of firm i in respect 
of a cut in price, which we denote by e¢, is equal to 3Xy, 
where the sum is taken over all firms j which are related 
to 1.26 

(b) the ordinary elasticity of demand of firm i in respect 
of a rise in price, which we denote by ¢’, is equal to Sx . 


Now the condition that the demand (average revenue) curve 
facing firm i be smooth may be expressed in terms of the derivative 
function. Alternatively, and for our purposes more conveniently, 
it may be expressed in terms of the derivative of the total revenue 
function, i.e. in terms of the marginal revenue curve. Thus, the 
1 


€ 


demand curve will be smooth, if the ratio , aS we approach 





€ 
sl 
any point P from below, approaches the value of the ratio 





€ 
as we approach P from above. This condition will be satisfied, 


26. Cross-elasticities can, of course, only be summed in this simple fashion in virtue 
of our symmetry assumption that the a, = 4. 
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then, if either (i) both « and ¢ are very large, ie. as we approach 
homogeneous competition; or (ii) «> &’. 

From the previous discussion, it will readily be seen that this 
latter condition will hold only if, for a given small dp, Xj > xj, or, 
in other words, N> 1. Thus, in the general case of heterogeneous 
competition, a smooth demand curve may be drawn only where 
N-1, ie. for the case of ‘‘independent selling’’. In the typical 
‘large group’’ case, a kinked demand curve as in Figure 1 emerges? 











Fig. 1 


A Kinked Demand Curve for Monopolistic Competition. 


Clearly, this result derives from the asymmetrical relationship 
of the individual firm vis-a-vis the collectivity which we call the 
‘“‘sroup’’. It is, indeed, a generalization of the proposition that: if 
a firm in a large group cuts price, it will attract marginal or sensitive 
customers from a large number of rival firms; if, on the other hand, 
the firm raises price, it will lose its own marginal customers only. 
That is to say, the downwards elasticity facing, say, firm i is a 
function of the reactions and preferences of the non-i customers, 
while the upwards elasticity is a function of the reactions of the 
i customers. Since the i customers are few compared with the non-i 
customers, there is no reason at all why we should expect these 
two distinct functions to define a smooth demand curve. Quite the 
contrary ! 

It will be clear also, then, that our result in its purest form 
depends upon our symmetry assumptions, as well as upon the 


27. Perhaps it is the nature of this curve which explains one of the large paradoxes 
of the monopolistic competition debate. On the one hand, Mr. Kaldor has told us that 
monopolistic and imperfect competition amount to the same thing, since there is no 
monopoly in either. On the other hand, it would seem, if I understand him correctly, that 
Mr. Andrews’ complaint is that there is no competition in either. 
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randomization of customers of varying degrees of sensitivity. How- 
ever, no difficulty is presented in departing from these assumptions ; 
for we may now expreses our numbers coefficient in the form v = e/e’. 
And, hence, we may re-define an independent seller as a seller faced 
by a smooth demand curve such that v>1. It may be noticed that 
this definition excludes the smooth curve of pure competition.2® For, 
under pure competition, although both « and ¢’ may be made to 
approach ©, if we make Sp small enough, « will always be large 
compared with ¢«’; and the ratio «/e’ still correctly describes the 
number of sellers involved. 

Finally, it should: be pointed out that the conclusion of this 
Section is not novel; for it is implied in Marshall’s notion of 
“marginal mobility’’. Marshall, who was not unaware of the imper- 
fections to be found in real markets, believed that, so long as there 
are a few sharp housewives, a few sensitive buyers attached to 
each of a large number of firms, a competitive result, at least upon 
the assumptions of free entry and no collusion, will follow from 
the competitive bidding for the custom of these sensitive buyers. 
This would happen, Marshall believed, even if the majority of 
customers were very immobile, i.e. if the demand-elasticities upwards 
were small.?9 


V 


It need hardly be pointed out, of course, that the kinked demand 
curve of Figure 1 is something quite different from that made 
famous by Messrs. Hall and Hitch,®® since our curve was derived 
from cross-elasticities which were defined on the assumption that 
other prices remained unchanged. By the same token, this curve 
is also quite different from the ‘‘reflex’’ or inverted Hall-Hitch 
curve of Professor Efroymson.*! 

Since a good deal of confusion has grown up around the concept, 
it is essential that we venture a brief comment on the implications 
of a kinked demand curve for pricing behaviour. This can most 
usefully be approached from a consideration of the more familiar 
Hall-Hitch curve. The significance of the kinked demand curve is 
by no means made clear in the original Hall-Hitch formulation. 
In that paper, two distinct theses are advanced. On the one hand, 
there is, in the background, the notion of sticky selling prices. A 


28. One of the least satisfactory features of Professor Chamberlin’s latest position is 
his treatment of pure competition. Thus, “the individual seller in this latter instance 
{large numbers] is again correctly described as ‘isolated’, even in the special case of pure 
competition”, loc. cit., p. 362; my italics. This is surely a contradiction in terms. 
ele = am — to Maurice Dobb for this point. See Political Economy and Capitalism 
» p. 196n. 
30. R. L. Hall and C. J. Hitch, loc. cit. 


31. C. W. Efroymson, ‘“‘Note on Kinked Demand Curves”, American Economic Review, 
March, 1943. 
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good deal of the argument is concerned to show why entrepreneurs 
do not alter price. On the other hand, the main thesis, though not 
the main argument, suggests that entrepreneurs vary price in rela- 
tion to changes in ‘‘full cost’’. 

It has been pointed out many times since that, in general, these 
two theses are not consistent. It has also been shown that the stable 
price thesis is the natural corollary of the Hall-Hitch demand 
eurve. As Mr. Kahn puts it: 


‘‘But all that the kinked demand curve explains is why the 
price remains where it is (for no other reason than that it happens 
to be there) until something happens to cause it to alter.’’82 


Does this imply, then, that ‘‘there is no necessary relationship . . . 
between the ‘full cost’ pricing policy and the fact of a kink in 
the demand curve’’?% 

Now Professor Efroymson has shown that ‘‘in so far .as business 
men attempt to equate marginal cost and marginal revenue . 
the obtusely kinked demand curve implies a degree of stability in 
price . . .’"84 Moreover, ‘‘the proposition that the firm will attempt 
to equate marginal cost and marginal revenue is logically implied 
in the assumption that the firm will attempt to maximize its 
profits . . .””5 Therefore, the stable price result becomes a necessary 
corollary of the assumption of entrepreneurial maximization of 
profits. Hence, insofar as business men vary price in accordance 
with a ‘‘full cost’’ formula, they must be presumed, so we are told, 
to be pursuing an objective other than maximum profits. Professor 
Chamberlin is the latest writer to see the ‘‘full cost’’ formula as 
an aberration from the maximum principle.*¢ 

But this is a non sequitur. The conclusion only follows upon 
the assumption, for which there is no warrant either in theory or 
practice, that a firm may necessarily attain to its best position by 
unilateral price-output action. However, insofar as firms do follow 
a ‘‘full cost’’ pricing formula, this raises a strong presumption 
that they do not act unilaterally. For a firm faced by a Hall-Hitch 
demand curve may either pursue a unilateral price policy in which 
case we should expect stability, associated with discontinuous jumps 
of selling price; or it may, recognizing that its price is inter- 
dependent with the prices of rival firms, determine its price policy 


a “eo Kahn, “Oxford Studies in the Price Mechanism”, Economic Journal, March, 
» Pp. . 

33. C. W. Efroymson, loc. cit., p. 98. 

34. loc. cit., p. 98. 

35. F. Machlup, “Marginal Analysis and Empirical Research”, American Economic 
Review, September, 1946, p. 521. 

36. Cf. “The main issue raised by the full cost principle . . . is that of a price 
determined on the one hand by cost including a margin of profit defined by custom, 
convention or what is thought just or ‘reasonable’ (as opposed to a maximum), or on 
the other hand by maximum profits’, Economic Journal, June, 1952, p. 319. 
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in collusion with those firms. In this latter event, the firm demand 
eurve becomes irrelevant; it is the group curve which is pertinent. 
And, since this curve may be presumed to be relatively inelastic, 
the price ceiling is likely to be set by ‘‘entry supply price’’. Hence 
the emphasis on ‘‘full cost’’, since entry supply price is a function 
of full cost. Precisely the same conclusion emerges as soon as we 
attempt a firm analytical definition of ‘‘full cost’’.%? 

Thus, since prices are not, generally speaking, rigid in the 
face of cost changes, and because of the emphasis placed on full 
cost (or, alternatively, the neglect of marginal cost) by business 
men and cost accountants, the conclusion seems irresistible that, 
normally, firms in a context of Hall-Hitch interdependence do not 
pursue unilateral price policies. In other words, intra-group price 
competition is not the general rule. Two further observations are 
germane to this conclusion. Firstly, the fact of a stable selling 
price does not, of itself, imply the absence of collusion; for it may 
be the interest of the group to maintain a stable price. Secondly, 
collusion is still collusion, even when it is sanctified in custom, 
tradition or trade practice. Incidentally, one cannot help noticing 
how very susceptible are these ‘‘customs’’ and, indeed, entre- 
preneurial notions of what is ‘‘just’’ and ‘‘reasonable’’ to changes 
in the general economic climate. 

Following Mr. Kahn, then, we call this collusion which is almost 
certain to develop out of a Hall-Hitch type relationship ‘‘ collusion 
of the first degree’’.*® Moreover, insofar as price behaviour is of 
this nature, there is no departure from profit-maximization neces- 
sarily involved. Finally, although the Hall-Hitch curve plays no 
part, so long as firms act in concert, in the determination of price, 
it remains a very useful conceptual device for describing why firms 
in this situation do not pursue unilateral price policies. 

What we have said thus far will, I feel, command ready assent 
insofar as we have been discussing situations involving oligopoly. 
The real difference of opinion does not, I believe, lie in this direction. 
Rather the puzzle is to account for the generality of the ‘‘full cost’’ 
approach (or variants thereof) to pricing policy, to explain why a 
seller in a non-oligopolistic group does not attempt to equate marginal 
cost and marginal revenue. The real problem is to reconcile the 
theory of the ‘‘large group’’ with the practice of ‘‘full cost’’ pricing. 

Let it be said at once that for Messrs. Hall and Hitch this 
presents no difficulty. For them, oligopoly is, as a matter of fact, 
virtually ubiquitous.®® But this solution is rather unconvincing. For 


87. See my “Degree of Monopoly Power”, Beowunte Record, May, 1952. 

38. R. F. Kahn, loc. cit., p. 122. 

89. R. L. Hall and C. J. Hitch, loc. ct., “ . the typical case is that of monopolistic 
competition with an admixture, which is usually large, of oligopoly.” 
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there are cases in the real world which correspond closely to the 
assumptions of the ‘‘large group’’. 

It is, I believe, the nature of the curve of Figure 1 which 
explains why firms in this situation do not attempt to equate marginal 
cost and marginal revenue im the short period. For a firm faced by 
a curve of this type may either act unilaterally, in which case we 
should expect price instability; or it may, recognizing that it is 
in the same boat with its competitors, determine its price policy in 
collusion, either overt or tacit, with these other firms. 

There is every reason to believe that the latter alternative is 
the normal outcome of the situation described in Figure 1. Indeed, 
this is, I believe, the real essence of Mr. Kahn’s ‘‘second degree of 
collusion—of Professor Fellner’s esprit de corps, which it would pay 
the individual to ignore but which ‘yet he does not violate because 
he places above individual advantage good standing in the group, 
or the interests of the group’ ”.4° This second degree collusion, then, 
derives its force not from any altruistic esprit de corps or pure 
patriotism towards the group (although appeal is almost certainly 
made to such notions as part of the system of sanctions), but simply 
because all firms happen to be in the same boat. Competitors will 
certainly nibble at each other’s markets insofar as they can get 
away with it. The whole system of non-price-competition, secret 
rebates, selling expenditures, quality variation, ete., bears witness 
to this fact. But this will only degenerate into open price com- 
petition in very exceptional circumstances. The price weapon is 
much too overt and has too many unpleasant implications for normal 
use. 

However, should intra-group discipline break down and firms 
choose or be forced to pursue unilateral price policies, then, theoretic- 
ally, ‘‘the entrepreneur may be pictured moving in a_ succession 
of leaps toward the profit maximizing solution; but each time, just 
as he arrives at the new solution, the profit maximizing solution 
moves swiftly away, probably in the direction fron: which he 
jumped’’.4! But this picture is too static! In practice, there is likely 
to be, at any time, a constellation of other factors in the situation 
which will make one or other segment of the curve more attractive. 
For example, expectations about the future course of prices is 
likely to be a major determinant. Again, considerations of long- 
period strategy are likely to exercise a large influence—the old 
problem of short-period versus long-period maximization. Moreover, 
since these factors are likely to be impulsive for all firms in the 


40. R. F. Kahn, loc. cit., p. 123. 
41. C. W. Efroymson, loc. cit., p. 106. 
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same direction, a price break, when it occurs, is likely to be cumula- 
tive in that direction, until some counter influence begins to operate 
or a new truce is declared. 

Nevertheless, there will always be, in the background, the 
threat of price instability developing out of unilateral attempts to 
equate short-period marginal cost and marginal revenue. Clearly, 
this could cause the firms concerned a lot of damage. Perhaps this 
possibility goes a long way towards explaining the antipathy ex- 
pressed in business philosophy towards tampering with relative 
prices. In a dynamic economy, firms often vary price; much less often 
do they vary relative price. 

We may conclude, then, that the normal state of affairs for 
firms in this situation will be one of neutral equilibrium, sustained 
by overt or tacit agreement. However, it should perhaps be pointed 
out that this collusion does not necessarily imply monopoly exploita- 
tion. In general, it should be regarded as in the nature of a non- 
aggression pact, rather than a monopoly alliance. It serves to put 
a floor under price, to prevent ‘‘cut-throat competition’’4? But 
it would be equally wrong to go to the opposite extreme, as Mr. 
Andrews tends to do, and to conclude that price will be essentially 
competitive. Clearly, much will depend upon the vulnerability of 
the market to entry by ‘‘outsiders’’ (which, incidentally, may be 
existing firms, e.g. foreign competitors, as well as potential entrants). 
It is hard to agree with Mr. Andrews that entry will usually be 
sufficiently free to ensure a competitive result. In fact, a good deal 
of the energies of ‘‘insiders” is devoted to erecting obstacles 
against the encroachment of ‘‘outsiders’’. It is difficult to believe 
that these efforts are altogether ineffectual. 


VI 


We conclude, then, that the kinked demand curve, either of 
the Hall-Hitch variety or of the type deduced above, tells us nothing 
about the determination of price. Rather the price determines the 
curve, since it fixes the point of the kink. But the kinked demand 
curve is a very useful device for demonstrating the manner in 
which a firm’s price is interdependent with the prices of competitive 
firms. Conversely, the smooth curve of the independent seller 
describes the fact that such a seller has no growp problem to worry 
about. Only in this case should we expect to find a firm attempting 
to equate marginal cost with marginal revenue—although even 


42. This is, as I understand it, the main burden of Mr. Andrews’s position. See 
Manufacturing Business (1949). 
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here the marginal technique will fail, if the seller is, as often must 
be the case, oligopolistic as to entry. 

In her Economics of Imperfect Competition, Mrs. Robinson 
tells us that ‘‘no sooner had Mr. Sraffa released the analysis of 
monopoly from its uncomfortable pen in a chapter in the middle 
of the book than it immediately swallowed up the competitive 
analysis without the smallest effort’’.* But, if the argument of 
this paper is correct, it would appear that in the theory of imperfect 
(and monopolistic) competition the only thing ‘‘swallowed up’’ by 
traditional monopoly analysis is something very much like traditional 
monopoly. 

RON HIESER. 
Australian National University. 


43. p. 4. 
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CONSUMER CREDIT IN AUSTRALIA, 1945-1951 


I. Introduction. 
II. Hire Purchase. 
III. Cash Orders. 
IV. Cash Loans. 
V. Personal Incomes, Consumer Credit, and Demand for 
Durable Consumer Goods. 
VI. Repayments. 
VII. Sources of Funds. 


I 


This paper presents, in summary form, an estimate of 
medium-term consumer credit in Australia during the post-war 
years. By contrast to the United States where detailed statistics 
on consumer credit are published monthly in the Federal Reserve 
Bulletin, no data on consumer credit have hitherto been collected 
by the Commonwealth or State Statisticians.2 Except for the years 
1938-1940 on which a war-time Commonwealth Board of Inquiry 
into Hire Purchase and Cash Orders* collected fairly comprehensive 
data, less is known about the volume and structure of consumer 
credit than about almost any other important aspect of the Aus- 
tralian economy. 

For the purpose of this estimate, consumer credit is defined 
as credit granted to private persons for non-business purposes. 
That is to say, it includes credit granted to finance not only con- 
sumption expenditure on goods and services, but also contractual 
saving commitments (such as life assurance premia or debt repay- 
ment) and tax payments. In principle, also, it includes credit to 
finance the purchase of passenger cars or other ‘‘consumer goods’’ 
only for consumption, not for business, purposes. In practice, this 
distinction is often difficult to draw. 

Consumer credit, in this sense, can be divided into three main 
types, according to the period for which credit is usually granted: 


(i) ‘‘Short-Term’’ Credit (normally 1-3 months). This 
includes (a) Entry Account credit’ granted to regular 


1. The authors wish to take this opportunity of expressing their gratitude to the 
numerous firms which, often at considerable trouble to themselves, assisted in their 
inquiries by completing questionnaires and answering other questions; also to Mr. O. D. 
Bisset, Chairman, Hire Purchase Section, Sydney Chamber of Commerce; Mr. W. D. N. 
Johnson, Secretary, Master Drapers’ and Traders’ Association of Victoria; the Governor 
and officers of the Commonwealth Bank; and many others, including officers of banks 
and life assurance offices (who wish to remain anonymous) for generous assistance; 
and to Dr. A. R. Hall and Mr. H. M. Knight for helpful advice and comments. 

2. In New South Wales, statistics of cash order turnover have been collected since 
1946 by the N.S.W. Department of Justice and are published in the Official Year Book of 
N.S.W. In Western Australia, certain types of hire purchase agreement are subject to 
compulsory registration and statistics can be extracted but are not officially published. 

8. Commonwealth of Australia, Board of Inquiry Appointed to Inquire into Hire 
Purchase and Cash Order Systems, Report on Hire Purchase (1941)' and Report on Cash 
Orders (1941), Commonwealth Government Printer. 

American: “Charge Account”. 
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customers who keep accounts with department stores, 
grocers or other retailers; and (b) Service Account 
credit, e.g. for telephone, electricity, doctors’ or other 
charges for which immediate cash payment is either 
excluded by convention, or impracticable because of the 
nature of the service. 

(ii) ‘‘Medium-Term’’ Credit (normally 6-36 months). This 
includes (a) Hire Purchase and Time Payment (Instal- 
ment Sale) credit;> (b) Cash Orders; and (¢c) Cash 
Loans. It is used mainly for the purchase of cars 
and other durable consumer goods, but also to finance 
other substantial expenditures, such as medical expenses, 
house repair, holidays, debt repayment, income tax, ete. 

(iii) ‘‘Long-Term’’ Credit (normally 3 years or more). This 
consists mainly of housing finance. 


The estimate here presented is solely concerned with the second 
category of ‘‘medium-term’’ consumer credit. No attempt has been 
made to cover housing finance, a large field which requires a study 
to itself. While some effort has been made to obtain data on Entry 
Account (but not Service Account) credit, the results yield at best 
a certain amount of qualitative information which has not been 
considered worth reporting in this paper. 


II 


Hire Purchase finance has, in Australia as elsewhere, developed 
in the present century together with the expansion of sales of motor 
vehicles and other durable consumer goods. Originating probably 
as a variant of the instalment payment method in purchases of 
furniture, it has completely eclipsed time payment which is now 
mainly confined to clothing and drapery; although legally different, 
time payment will be included with hire purchase credit as economic- 
ally similar. 

Hire Purchase (H.P.) finance is provided in Australia by a 
great variety of businesses. The most important are: 


(a) Finance Companies, both public and proprietary, part- 
nerships, and one-man businesses; among the finance 


5. “Lay-by” has not been included. Whether it should be regarded as a form of 
consumer credit is a moot point. The customer (who does not obtain possession of the 
article until full cash payment is made) is likely to regard lay-by as a form of personal 
saving, advanced by him to the retailer, rather than as credit given by the retailer to 
him. From the point of view of the retailer, however, an article earmarked under lay-by 
is withdrawn from his stocks as effectively as under hire purchase; and, as under hire 
purchase, he has to wait for payment in instalments. Since for most purposes for which 
consumer credit statistics are of interest to the economist, the significant aspects are 
the rate of flow of orders by retailers for the replenishment of stocks and the rate of 
contractual saving by consumers, rather than the satisfactions enjoyed by consumers, it 
would probably be reasonable to include lay-by in consumer credit statistics. 
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companies are a number formed as subsidiaries by retail 
firms to handle their H.P. finance business, and several 
syndicates formed by solicitors or public accountants as 
investment outlets for clients’ funds; 

(b) The Industrial Finance Department of the Common- 
wealth Bank which entered the field in 1946 and has 
become a large supplier of H.P. finance in Australia, 
but confines itself almost exclusively to producer goods 
purchases; in October 1951, the Bank decided to accept 
no further consumer credit business; 

(c) Retailers carrying some or all of their own H.P. paper, 
instead of arranging finance through a finance. company ; 

(d) Publie Utilities, selling electric and gas appliances on 
H.P. terms, primarily as a means of stimulating demand 
for their main product; and 

(e) Some State Government Departments, Life Assurance 
Offices (and perhaps other large organizations) granting 
H.P. credit to their own employees on a small scale. 


While hire purchase finance represents the best known form 
of consumer eredit, it is important to note that a large proportion 
of hire purchase credit in Australia, probably about half the total 
in terms of outstanding balances, should be excluded from consumer 
eredit, because it is granted for retail purchases of producer goods 
(including passenger cars) by business firms (including farmers), 
or as wholesale credit to dealers. 

Separate attempts were made by each of the authors to obtain 
data on the volume and structure of hire purchase credit by the 
questionnaire method.* In the second and larger survey, conducted 
in March and April 1952, questionnaires were sent to all H.P. finance 
companies and cash order companies that could be traced. Informa- 
tion was sought for 1938 and each of the years 1945-51 on H.P. 
balances, turnover, and number of hirings (where possible broken 
down into wholesale and retail credit, and producer goods, passenger 
ears, and other consumer goods), sources of funds and H.P. terms. 
Similar questionnaires (omitting questions about sources of funds) 
were sent to public utilities, a sample of motor car dealers, and a 
large sample of other retailers that were thought likely to engage 
in H.P. sales. In all, 950 questionnaires were sent out, with a 
covering letter explaining the academic purpose of the inquiry and 
guaranteeing confidential treatment to all information about 


6. The earlier survey covered only 70 companies. Its objectives were limited, and 
details will not be given here. Full particulars are available in a thesis “Instalment Credit 
in Australia and the United States” by P. S. Shrapnel, 1951, filed in the library of the 
University of Queensland. 
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individual firms. In the case of a number of Sydney and Melbourne 
finance companies and a few large retailers, the questionnaires were 
preceded or followed up by personal interviews. 

The response was extremely poor. Of 182 finance companies 
and similar firms, answers were received from only 29, and of these 
13 were refusals. Only 15 replies (including 6 refusals) came from 
100 cash order firms. The response from 108 public utilities was 
good with 63 replies of which only 3 were refusals, but 33 conducted 
no H.P. business. From 175 motor vehicle dealers, 37 replies dis- 
closed 3 refusals and 27 which conducted no H.P. business, and 
from 385 retailers 77 answers included 24 refusals and 22 which 
did no H.P. or cash order business. Hence, out of a total of 950 
questionnaires only 90, or less than 10 per cent, provided data on 
the main topic of the inquiry.?’ Even this overstates the position 
because few of the large finance companies responsible for the bulk 
of H.P. finance answered the questionnaire, and many answers that 
were received related to one year only or were defective in other 
respects. In the case of public finance companies, it was possible 
to supplement questionnaire data from published accounts.® But 
although these public companies (together with the Commonwealth 
Bank which courteously supplied information concerning its H.P. 
business) account for a very large proportion of all H.P. credit 
granted, lack of data concerning the remainder made it impossible 
to estimate the total volume of H.P. credit directly. For most of 
the estimates below, a rough roundabout method had to be employed, 
although qualitative information obtained from questionnaire 
returns was helpful as a guide on many points. 

The method adopted for estimating the volume of outstanding 
H.P. balances, and the proportion represented by consumer credit, 
consists essentially in extrapolation from the H.P. turnover data 
for 1938-40 published by the 1941 Inquiry, on the basis of published 
balance sheet data of public finance companies for the post-war 
years, with adjustments to allow for changes in the share of public 
companies in total H.P. business. The breakdown according to 


7. If answers of retailers and others, giving the useful information that they handled 
no H.P. business or carried no H.P. paper themselves, are included, the positive response 
can be put at 18 per cent; many of the latter firms, moreover, provided data on Entry 
Account credit. Normal lack of interest in, or suspicion of, an inquiry of this type on 
the part of business firms no doult accounts for most of the failure of firms to go to 
the trouble of answering the questionnaires. But the facts that the covering letter bore a 
“Canberra” letterhead, that the questionnaire coincided with the onset of troubled business 
conditions, and that it was impossible to follow up the questionnaire by personal interview 
except in a few cases, probably ‘contributed to the lack of response. It is also clear that 
most firms were genuinely unable to provide breakdowns of hire purchase data by com- 
modity groups because they have, or believe they have, no need of such breakdowns for 
their own business purposes. 

8. In the case of retailers or motor vehicle dealers, this was in most cases impossible 
because their balance sheets do not usually separate H.P. from other (especially Entry 
Account) ‘“‘debtors”; the same is true of some H.P. finance companies, but here the pro- 
portion of other debtors is usually very small and can readily be allowed for. 
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emmodity groups (Table II) similarly proceeds from the break- 
down for the pre-war years published by the 1941 Inquiry, in the 
light of questionnaire returns and other sources of information. 
The breakdown by types of dealer (Table I) is derived mainly from 
published balance sheets and questionnaire returns. All these esti- 
mates are subject to a substantial margin of error by any rigorous 
standards, but it is believed that they are not, in fact, far from 
the truth. 


TABLE I 
Hire Purchase: Outstanding Balances (Dealers) 


£ million 





End of 1944-45 | 1945-46 | 1946-47 | 1947-48 | 1948-49 | 1949-50 | 1950-51 





_ 


. Ten largest finance 
companies .. a 1-9 4-1 8-7 16-8 27-8 | 40-5] 52-9 
. All other private fi- 
nance companies 


~w 























and firms .. 1-9 2:8 5-0 6-2 7:6 14-0 28-5 
3. Retailers 1-4 2-2 4-0 6-9 10-2 12-9 16-9 
4, Motor vehicle 

dealers *4 6 1-0 1-4 1-6 1:8 2-0 
5. Public utilities -2 *4 1-0 2-0 2-6 3-5 4-0 
Total .. 5-8 10-1 19-7 33-3 49-8 72-7 | 104-3 








The chief points of interest in Table I are the preponderance 
of the large finance companies (including the Industrial Finance 
Department of the Commonwealth Bank) whose aggregate H.P. 
balances accounted for 40 per cent of the total in 1945 and increased 
to over 50 per cent in 1951; the decline in the share of motor car 
dealers carrying their own finance during the post-war years; and 
the rising, though still small, H.P. business done by public utilities. 

The most striking fact in Table II is that consumer credit 
accounts for only one-half of total outstanding H.P. balances 
(though if all passenger cars are included, regardless of whether 
they were bought for business or non-business purposes, the pro- 
portion is nearer three-fifths). Not too much significance should be 
attached to the precise figures for the share of passenger cars in 
the total for each year, which represent a rough estimate based on 
trade opinion and other qualitative information; but there is no 
doubt that, with the increasing availability of cars during the post- 
war years, their share in total H.P. eredit revived rapidly. Since 
“wholesale ecredit’’ and ‘‘producer goods’’ consist largely of com- 
mercial motor vehicles, it can be seen that, by 1951, motor vehicles 
again accounted for a very large proportion of all outstanding H.P. 
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eredit (between 60 per cent and 70 per cent), as they did before 
the war. 

Table III presents an estimate of H.P. turnover (amounts 
advaneed) which is derived from Table II on the basis of known 
average ratios of outstanding balances to turnover for the various 
categories of H.P. credit. Its significance, by comparison with Table 
II, lies chiefly in the fact that consumer credit has an even smaller 
share of turnover than it has of outstanding balances. This is entirely 
accounted for by the fact that wholesale H.P. credit is essentially 
short-term credit for working capital of dealers and has, therefore, 
a much smaller ratio of balances to turnover than retail credit 
(roughly 11 per cent as compared with 85 per cent). 


Ill 


Table IV presents an estimate of cash orders (outstanding 
balances and turnover). Cash order turnover was estimated rela- 
tively easily by extrapolating from the 1941 Inquiry returns in 
the light of data for N.S.W. (which accounts for much the larger 
part of this form of credit in Australia) collected since the war by 
the N.S.W. Department of Justice and published in the Official Year 
Book of N.S.W. Outstanding balances were derived from the turn- 
over series in the light of data on the average ratio of balances to 
turnover obtained from questionnaire returns. Comparing Table IV 
with Table V below, it will be seen that cash order credit, though 
it has increased in amount since the war, has considerably declined 
in relative importance as compared with other forms of consumer 
eredit. One would expect cash order credit, which is used almost 
exclusively for purchasing non-durable consumer goods, to fluctuate 
less than H.P. credit, which is used mainly for durable goods, but 
the decline in relative importance of cash order credit may also be 
a reflection of the greater prosperity of the lower income groups 
to whom this form of credit has in the past mainly appealed. 


IV 


Consumer credit in the form of cash loans or advances is granted 
by (a) banks, (b) life assurance offices, and (c) finance businesses 
of all sorts, including not only H.P. and cash order firms, but also 
pawnbrokers and large numbers of small money-lenders. No serious 
attempt has been made to estimate the third category? which, in 
any case, shades at its fringe into informal personal credit 


9. Questionnaire returns on the cash loan business of a few cash order firms suggest 
that the growth of cash loan turnover more or less kept in step with the growth of cash 
order turnover during the post-war years. But this may not be representative. 
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TABLE IV 


Cash Orders: Balances and Turnover 








£ million 
i A t 
Year = Advanced 
1944-1945 1-0 2-6 
1945-1946 1-1 2-9 
1946-1947 1-3 3°6 
1947-1948 1-5 4-1 
1948-1949 1-6 4-4 
1949-1950 1-9 4-9 
1950-1951 2-2 5-3 











transactions of every description. But reasonably close estimates of 
the first two categories are possible. 

Since 1948, the Commonwealth Statistician has published a 
classification of bank advanees.!® Category C.2, ‘‘Personal Advances, 
other than Housing’’, can reasonably be taken as representing the 
medium-term consumer credit granted by banks with which this 
estimate is concerned.!! The classification, however, relates only to 
the Commonwealth Bank and the Private Trading Banks; it ex- 
eludes ‘‘Other Cheque-Paying Banks’’, the most important of which 
is the Rural Bank of New South Wales. It has been assumed that 
the ratio of category C.2 to total advances by ‘‘Other Cheque-Paying 
Banks’’ is the same as for the Private Trading Banks and Common- 
wealth Bank. It has also been necessary to extrapolate the series 
back to the earlier post-war years.!2 No information whatever is 
available concerning the ‘‘turnover’’ corresponding to this series 
of outstanding balances, i.e. the amounts advanced each year; indeed, 
since these advances take the form of overdrafts, the very concept 
of ‘‘turnover’’ presents some difficulties. In order to be able to 
estimate the rate of growth of total medium-term consumer credit 
granted in each post-war year, it is necessary to be able to assign 
a relative weight to personal bank advances. For this purpose, it 
has been assumed, on the basis of informed guesses by one or two 
bank officers, that the average period of repayment of these personal 


10. Commonwealth Statistician, Australian Banking Statistics, Monthly Bulletin No. 79, 
March 1952; earlier figures also in Finance Bulletins. 

ll. No published information is available concerning the purposes for which these 
advances are granted; nor do the banks themselves seem to collect such information for 
their own purposes. The impression among bank officers is that the classification in 
Category C.2, while not altogether reliable, broadly covers non-housing consumer credit. 
It certainly excludes professional advances (e.g. to dentists or doctors) included in Class 5, 
and advances for house purchase and construction included in Class C.1. While it may 
include some small advances used by individuals for business purposes, other categories 
(e.g. A.1) may include some personal advances granted, e.g. to farmers. Category C.2 
includes advances used for house repair and maintenance by home-owners, but this is 
not unreasonably included in ‘‘medium-term’”’ consumer credit. 

12. After consideration of various alternatives, the most plausible assumption has 
appeared to be that Category C.2 advances grew at the same rate during the years 1945-47 
as during the later years for which statistics are available. 
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overdrafts is 9 months, and that new credit granted grew at the 
same rate as outstanding balances: this assumption is the least 
well founded in the estimates, and all subsequent calculations which 
depend on it are subject to a correspondingly large margin of error, 

Life assurance offices grant cash loans to policy holders on the 
security of ordinary and industrial policies; and, on a much smaller 
scale, on the security of life interests and reversions and personal 
security. Loans on ordinary policies include a substantial proportion 
of so-called ‘‘non-forfeiture’’ loans (advances of premia) granted to 
enable policy holders to keep up premium payments. Since, according 
to information kindly furnished by officers of life assurance offices, 
credit for house purchase is classified as ‘‘loans on mortgage’’, these 
policy loans, together with loans on life interests and reversions 
and personal security, can be taken as corresponding closely to 
medium-term consumer credit, as here defined.! Outstanding balances 
of such loans are published for each of the post-war years in the 
Finance Bulletin4 Since January 1947, the Commonwealth Statis- 
tician has also published statistics of new loans granted under these 
and other headings. These data are not quite comparable with 
those for outstanding balances because they exclude the two State 
Government insurance offices and do not cover non-forfeiture loans. 
By assuming the same ratio of outstanding balances to loans granted 
for Government as for private life offices, and with the help of data 
on non-forfeiture loans and balances kindly supplied by a large life 
assurance office, it has been possible to correct the series of ‘‘new 
loans granted’’ for these two deficiencies. The series has also been 
extrapolated back for the earlier post-war years in the light of the 
data for outstanding balances.'® 

Table V presents the series of outstanding balances and new 
eredit granted for Bank Personal Advances and Life Assurance 


13. An officer of a large life office, in February 1952, kindly provided the following 
information on the purposes for which policy loan credit is used: ‘‘Motives for requesting 
a loan are not queried. However, it is the considered view of the Claims Officer of [this 
Office] that the most usual items have been in order of ranking (fr not 
of advances), (1) consumption expenditure (doctors’ bills, holidays, furniture), (2) repairs 
to home, (3) income tax, (4) capital goods. Since the restriction of overdraft credit in 
the past six months, there has been an increase in such items as cars and trucks for 
business, additional stock for small shop or factory, and, occasionally, tools of trade. 
However, this category is still relatively small.’”” In the light of this information, it has 
not been thought necessary to make any deductions from policy loans on account of 
loans for business purposes. 

14. For the years before 1948, the published data relate, not to June 30, but to the 
balancing dates of the various offices; but it has not been difficult to make the necessary 
small adjustment. 

15. A comparison of outstanding balances and new loans granted yields a surprisingly 
high ratio of balances to turnover. The ratio fell sharply during the post-war years 
(mainly because new loans granted, after lagging behind repayments at the end of the 
war, far outstripped them in the later years), but by 1951 balances were still 4.5 times 
as large as turnover, suggesting an average period of repayment longer than the maximum 
of 3 years which was suggested above for “medium-term” consumer credit. The high 
quality of the security which policy holders can offer may sufficiently account for the 
unusually long average period of repayment. In view of the similarity of the purposes 
for which this credit is granted, it seems reasonable to stretch the definition of “medium- 
term” credit to cover these loans. 
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TABLE V 
Total Medium-Term Consumer Credit 
(£ million) 


























: = Life Assurance 
me | 2, | oe Pe ee Total 
(a) Outstanding Balances 
End of 
1944-1945 2-5 1-0 9-7 15-8 29-0 
1945-1946 4:7 1-1 12-2 15-4 33-4 
1946-1947 9-1 1-3 15-6 15-2 41-2 
1947-1948 16-0 1-5 20-0 15-5 53-0 
1948-1949 24-2 1-6 26-1 15-7 67°6 
1949-1950 35-4 1-9 33°5 16-1 86-9 
1950-1951 46-5 2-2 41-0 16-9 106.6 
(6) Turnover 

1944-1945 3°7 2°6 (12-9) 1-7 | (20-9) 
1945-1946 8-7 2-9 (16-3) 2-0 (27-9) 
1946-1947 16-3 3°6 (20-8) 2-2 (42-9) 
1947-1948 28-4 4-1 (26-7) 2-7 (61-9) 
1948-1949 42-3 4-4 (34-8) 2-9 (84-4) 
1949-1950 61-3 4-9 (44-7) 3-3 (114-2) 
1950-1951 80-3 5-3 (54-7) 3°8 (144-1) 








Policy Loans, together with the corresponding series for H.P. con- 
sumer eredit!® and cash orders. The last column therefore presents 
the estimate of total medium-term consumer credit (neglecting cash 
loans by money-lenders, etc.). 


Vv 


The primary economic significance of consumer credit is that 
it provides consumers with a source of purchasing power over and 
above current income in any given year, though it obliges them to 
save a corresponding amount (plus interest) for repayment in the 
following year or two. It thus causes a forward shift of demand 
and may even increase demand above what it would have been 
had no eredit been available. Table VI presents a number of series 
and indices which serve, in a rough and ready way, as measures of 
the significance of (medium-term) consumer credit in post-war 
Australia. The contribution to purchasing power made by consumer 
credit in each post-war year was perhaps smaller than is generally 


16. The figures for H.P. balances given here are somewhat smaller than those given 
in Tables I and II. The difference is due to the exclusion here, and the inclusion in 
Tables I and II, of hire charges. It is customary for H.P. dealers to enter H.P. debtors 
in their balance sheets including these charges (which comprise unearned interest and 
other charges, including insurance in the case of motor vehicles) because the hirer is 
committed to repay the total amount in equal instalments over a period defined in 
advance. For comparison with bank overdrafts and other types of consumer credit, 
however, interest payable must clearly be excluded. It is amusing to note that this 
difference in the treatment of hire purchase and bank overdraft balances is not confined 
tv conventional accounting practice. Consumers themselves generally include interest pay- 
able in reckoning their hire purchase debts, while they would not think of considering 
themselves indebted to their banks by more than the amount of their overdraft. 
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imagined ; as Column 3 shows, it rose from 2°5 per cent of personal 
disposable incomes!” in 1945-46 to 5-8 per cent in 1949-50. Columns 
4-6 of Table VI show the significance of consumer credit in another 
way. Retail sales rose more rapidly than disposable personal incomes 
in every year (except in 1951 when incomes were greatly inflated 
by the wool boom); but if consumer credit is added to disposable 
incomes, the divergence disappears, at any rate in 1948-49 and 
1949-50. The more rapid increase in retail sales in the earlier post- 
war years was clearly due less to consumer credit (which was then 
relatively negligible) but to the increasing availability of durable 
goods.18 Columns 7 and 8 show the relatives rates of growth of 
consumer credit and retail sales of durable consumer goods (motor 
ears, electrical goods, clothing and drapery, and hardware),!* both 
rising much more rapidly than personal incomes or total retail sales. 
How much of this increase in demand for durable consumer goods 
was financed by consumer credit, it is impossible to ascertain at all 
precisely from the available data. But a very rough calculation 
suggests that, of all durable consumer goods bought in Australia, 
the proportion financed by consumer credit rose from just over 10 
per cent in 1945-46 to about 20 per cent in the years 1948-49 to 
1950-51. But these are average figures; the proportions were clearly 
much higher for motor cars and much lower for clothing or hardware. 











TABLE VI 
Consumer Credit, Personal Incomes and Retail Sales 
Indices (1946-1947 = 100) 
Disposable | Consumer | (9) Disposable Retail 
Year Personal Credit (i) | Disposable Personal Sales 
Incomes | (Turnover) Derenal Retail | Incomes | Consumer | (Durable 
Tpcomes Sales plus Credit Con- 
Consumer sumer 
Credit Goods) 
(1) (2) (3) (4) (5) (6) (7) (8) 
£m. £m. % %, % % % % 
1945-1946 1,118 27-9 2°5 97 81 96 65 74 
1946-1947 1,148 42-9 3-7 100 100 100 100 1 
1947-1948 1,425 61-9 4:3 124 124 125 144 136 
1948-1949 1,668 84-4 5-0 145 148 148 196 164 
1949-1950 1,969 114-2 5-8 171 176 176 266 205 
1950-1951 2,504 144-1 _| 5-7 218 217 222 336 266 





























17. White Paper on National Income and Expenditure 1951-52. 

18. The more rapid rise in retail sales than in personal incomes in 1946-47 reflects a 
sharp drop in net personal saving, from £223 million in 1945-46 to £98 million in 1946-47. 
Similarly, the fact that retail sales fell behind in 1950-51 harmonizes with a 50 per cent 
rise in net personal saving out of greatly increased personal incomes in that year. 

19. The Commonwealth Statistician’s statistics of retail sales cover only the last three 
years. But it has been possible to extrapolate the durable goods series back to 1945-46 on 
the basis of data on total sales provided in questionnaire returns by 40 firms (chiefly 
department, furniture and clothing stores). The sample index corresponded very satis- 
factorily with the official index for the years 1948-49 to 1950-51. The Commonwealth 
Statistician’s series for motor vehicles includes sales of parts and petrol and seems less 
satisfactory also for other reasons; but as the basis for an index of the growth of motor 
vehicle sales, it has seemed acceptable. It has been extrapolated back to 1945-46 on the 
basis of the National Income White Paper figures for “investment in motor vehicles”. 
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The relative importance of consumer instalment credit (and 
probably of all medium-term consumer credit) remains significantly 
smaller in Australia than in the U.S.A. No turnover figures for 
the U.S.A. are available; nor are the published data for outstanding 
balances comparable with the Australian estimates for total medium- 
term consumer credit, since they exclude life assurance policy loans 
which dominate the Australian totals in the early post-war years. 
The only comparison which can readily be made is between American 
“instalment eredit’’ and Australian ‘‘hire purchase’’ balances plus 
eash orders outstanding. This shows that in the United States instal- 
/ ment credit was higher (and rose faster) relative to disposable 

personal income than it did in Australia (Australia, 1-6 per cent in 

1939-40, 0.4 per cent in 1944-45 rising to 2.1 per cent in 1949-50; 
| US.A., 6°9 per cent in 1940, 1:6 per cent in 1945 and 6-6 per cent 
in 1950). However, in 1950 the volume of instalment credit (rela- 
tive to disposable personal income) was larger than pre-war in 
Australia, whereas in the U.S.A. it had not reached its pre-war level. 
Probably the most significant aspect of the Australian figures is 
the rate of growth. Instalment credit in Australia grew more 
rapidly than in the U.S.A., whether expressed in home currency, 
international units,2° or on a per capita basis. From this point of 
view there was undoubtedly a considerable forward shifting of 
demand, but the potential of this element as an inflationary force 
was relatively small because it was such a small part of total consumer 
purchasing power. However, the addition to purchasing power 
certainly occurred at a time when there was little chance of expand- 
ing home production to meet the increased demand. Labour resources 
were already fully employed, and productivity per man-hour was 
not increasing fast.24 On the other hand, the inflationary effects 
of instalment credit expansion may have been more than offset by 
the increased availability of imports. It should be remembered that 
there is a large (though decreasing) import component in all Aus- 
tralian cars (roughly two-thirds in 1945-46 to 1947-48). Hence, if 
more cars are imported because of the availability of instalment 
eredit, the effect is less inflationary than it would be if cars were 
wholly home produced. The effect of the post-war expansion of 
consumer credit upon inflationary pressures is indeterminate, but 
its rapid rate of growth makes consumer credit in Australia a 
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20. An International Unit, as used by Mr. Colin Clark, is defined as a quantity of 
goods and services that would have exchanged for $1 in the U.S.A. over the average of 
the period 1925-34. 

21. According to Mr. Colin Clark, the long period trend of real product per man-hour 
from 1920 to 1950 showed an increase at the rate of 1.96 per cent per year in the U.S.A. 
(Review of Economic Progress, March, 1951), whereas over the same period it increased 
by only 1.14 per cent per year in Australia (idem, September/October, 1951). These 
figures include all activities and the discrepancy would be much greater if we compared 
real product per man-hour in the manufacturing industries only. 
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variable that warrants far more attention than has been given to 
it in the past.22 


VI 


Table V also enable us to estimate the magnitude of contractual 
saving in the form of repayments of medium-term consumer credit, 
by deducting the net increase in outstanding balances from new 
credit granted in each year. As Table VII shows, the amount which 
consumers committed themselves to put aside for repayment of 
medium-term consumer credit alone (i.e., excluding the probably 
much larger amounts on housing credit) represented nearly one-third 
of their net personal saving after 1946, though it should, of course, 
more properly be compared with gross personal saving for which 
no estimates are available.?% 


























TasLe VII 
Consumer Credit Repayments and Personal Saving 
Net Increase 
New Credit Net Personal (3) 
Year in —— Granted Repayments Saving @ 
(2) (3) (4) (5) 
£m £m £m £m y 
1945-1946 4-4 27:9 23°5 232 10 
1946-1947 7-8 42-9 35-1 110 32 
1947-1948 11-8 61-9 50-1 166 30 
1948-1949 14-6 84-4 69-8 222 31 
1949-1950 19-3 114-2 94-9 308 31 
1950-1951 19-7 144-1 124-4 449 28 
VII 


Finally, it would be of interest to know where the funds for 
the post-war expansion of consumer credit came from. The question 
requires investigation only in relation to hire purchase and cash 
order credit. It can be answered only for public companies for 
which published balance sheet data are available; and even from 
these, all retailers, public utilities and cash order firms must be 
eliminated because they are all mixed businesses, only a portion of 
whose funds are absorbed in their consumer credit activities. This 
leaves a sample of public H.P. finance companies (19 in 1951) whose 
liabilities can be dissected. 


22. Of course, part of the increase in consumer credit granted during the post-war 
years was swallowed up in rising prices. Since no index exists for the retail prices of 
durable consumer goods, an attempt was made to construct an approximation to it from 
questionnaire returns by dividing the amounts advanced in each year (after allowing for 
cash deposits) by the corresponding ‘‘number of hirings’’. A suitably weighted composite 
index was thus constructed covering new and used cars, furniture and domestic appliances. 
Using this index it was found that the rise in H.P. consumer credit turnover between 
1944-45 and 1950-51 was 22-fold in money terms and 10-fold in real terms. 

23. Cf. “Deliberate Saving and the Consumption Function”, Economic Record, June, 1951. 
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As Table VIII shows, the contribution of shareholders’ funds 
declined steadily throughout the period, from 73 per cent to 24 per 
cent, reflecting a growing reliance on bank finance and, after the 
restrictions on bank finance for these purposes imposed during 1950 
and 1951, on loans from life assurance offices and the issue of deben- 
tures.24 Share capital increased steadily, even during the years of 


TaB.eE VIII 
Sources of Funds (H.P. Finance Companies) 


























Other Ratios 
Bank Borrowing Total 
End of Capital |Reserves| Over- (|(Life Assurance,| Liabi- 
draft my lities | (1)+(2) (3) (1) +(2) 
eposits _—— 75) Ti) 22) 213) 
(1) (2) (3) (4) (5) (5) (5) (1) +(2)+(3) 
£'000 £'000 £'000 £’000 £’000 % % % 
1939-1940 1,886 651 1,536 — + — — 62-0 
1944-1945 1,610 682 225 145 3,128 | 73-3 7-2 91-0 
1945-1946 1,769 826 1,046 174 4,463 58-0 23-4 71-0 
1946-1947 1,845 872 3,907 141 7,147 38-0 54-5 41-0 
1947-1948 2,683 1,188 6,407 48 12,280 31-4 52-0 37-5 
1948-1949 3,964 1,514 8,696 76 17,463 31-2 49-6 38-6 
1949-1950 4,757 1,664 7,065 6,993 25,549 25-0 27-5 47-5 
1950-1951 7,337 2,132 8,040 12,599 37,704 24-4 21-3 54-0 














Note: 1939-49 figures from Report of 1941 Inquiry. 


capital issues control; but it was not until the abolition of capital 
issues control that a great burst of new issues (by both old and 
newly-formed companies) halted the rise in the average gearing 
ratio. Taking the period as a whole, the position can be summed 
up by saying that, of the sample’s total increase (1945-51) in H.P. 
balances of £29-1 million, £8°8 million (30 per cent) came from 
new capital issues (including I.A.C. debentures sold to the public), 
£1:5 million (5 per cent) from additions to reserves, £8:8 million 
(30 per cent) from banks, and £7 million from outside borrowing 
(life offices and, in a small way, fixed deposits).25 Of the remainder 
(£3 million), a substantial, though unascertainable, proportion was 
financed by liquidation of Government bonds and other assets in 
which finance companies had invested much of their funds during 


24. The decline in the total for bank overdrafts, and in the contribution of bank 
finance, in 1950 represents no general trend hut is entirely accounted for by a new 
departure by the largest H.P. finance company, the Industrial Acceptance Corporation, 
which in 1950 floated over £5 million of short-dated and long-dated debentures, using 
the proceeds to repay most of its bank overdraft; £1 million of these debentures, however, 
were, according to the prospectus, taken up by the company’s bank itself. In the cumula- 
tive totals given at the end of the last paragraph, debentures sold to'the public have been 
added to new capital issues, those taken up by the bank to bank overdrafts. The technique 
of raising funds by the issue of short-dated debentures has also been adopted by the 
General Motors Acceptance Corporation which, however, as a branch of an American 
corporation, publishes no balance sheets and is not included in the sample of 19 companies. 

25. These figures slightly overstate the contribution of new capital issues and under- 
state the contribution of reserves since the former include a few bonus issues. 
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the war when H.P. business was at a low ebb. While the contribution 
of bank finance to the total increase in outstanding medium-term 
consumer credit between 1945 and 1951 (£77-6 million) cannot be 
precisely assessed, it is probable that it represented between 50 per 
cent and 60 per cent. 


H. W. ARNDT 
P. S. SHRAPNEL 


Canberra and Sydney. 
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A NOTE ON SOME MARGINALIST AND 
OTHER EXPLANATIONS OF FULL COST 
PRICE THEORY’ 


I 


Marginal theory plays so large a role in economic analysis that 
the extent to which the full cost theory of price determination 
ig compatible with it is a matter of considerable importance. Existing 
attempts at reconciliation and explanation, however, often differ 
greatly from one another, and the time seems to have come for further 
theoretical clarification of the issues involved. This is what is 
attempted here. For this purpose certain ‘‘facts’’ of full cost 
pricing, as described by Mr. P. W. S. Andrews,? will largely be 
taken for granted, though not necessarily the theories built on 
these ‘‘facts’’. 

Following Mr. Andrews we will assume that a manufacturing 
firm produces a single product, and that the prices the firm pays 
for its factors are not affected by changes in its output.* Selling 
costs will be ignored. Mr. Andrews modifies these assumptions as 
he develops his theory, and in doing so brings out important aspects 
of full cost pricing, but in the present limited study it will not be 
possible to follow him in this respect. 

It will be convenient also to distinguish between periods during 
which prices are normally left unchanged, perhaps because of the 
impracticability of continually printing new price lists, and times 
at which price decisions are reviewed, at any rate in principle. We 
shall call the former periods ‘‘Seasons’’ and such times as the latter 
“the beginning of the Season’’. Where price decisions are frequently 
reviewed the Season may be said to be very short. 


1. This paper is substantially the same as that read before Section ‘G’ of the Australian 
and New Zealand Association for the Advancement of Science, Sydney, August 25, 1952. 

. P. W. S. Andrews, Manufacturing Business (Macmillan, London, 1949), hereinafter 
called Man. Bus.; Oxford Studies in the Price Mechanism, ed. T. Wilson and P. - a 
Andrews (Oxford 1951) Ch. IV, hereinafter called Oxford Studies. For a very brief 
summary of Mr. Andrews’s main propositions see E. A. G. Robinson, ‘“‘The Pricing of 
Manufactured Products”, Economic Journal, December 1950, p. 772. See also the pioneer 
work of R. L. Hall and C. J. Hitch, “Price Theory and Business Behaviourt’, Oxford 
Economic Papers No. 2, reprinted in Oxford Studies in the Price Mechanism, Ch. III. 
C. Clive Saxton’s The Economics of Price Determination (Oxford 1942) also contains 
much full cost material, as also does the more superficial study by W. J. Eiteman, Price 
Determination, Business Practice versus Economic Theory (University of Michigan, 1949). 
Periodical articles will be referred to as the occasion arises. It will be noted that we 
have not adopted H. R. Edwards” distinction between full cost and normal cost theories 
(Economic Record, May, 1952, p. 52; Economic Journal, September, 1952, p. 666). 
As both theories are of the same basic type the introduction of a special terminology to 
describe Mr. Andrews’s approach seems unnecessary. 

3. Andrews, Man. Bus. pp. 83-84. Professor E. A. G. Robinson, loc. cit. pp. 774-775 
footnote, finds it difficult to understand why “Mr. Andrews assumes that the business 
produces a single product only. In practice there is good reason for thinking that the 
Prevalence of the many product organization is an important explanation of the ritual 
he describes.” For Mr. Andrews, however, the firm’s adoption of full cost pricing does not 
depend on the firm being a multi-product one, and he appears to be correct to base his 
analysis on the single-product case. 

4. See Saxton, op. cit., pp. 127-128; P. Wiles, “Empirical Research and Marginal 
Analysis”, Economic Journal, September, 1950, pp. 521-522. 
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We may classify attempted explanations of full cost theory 
according to their central features. These are: (1) short-period 
cancelling out of irregularities, (2) long-period elasticity of demand, 
(3) oligopoly, (4) habit, inertia, ignorance and uncertainty, and 
(5) profit-maximization. Each type of explanation will be con- 
sidered in turn. 


II 


In terms of our Season we may say that the firm in Mr. 
Andrews’s analysis fixes its prices® at the beginning of the Season 
and envisages variations in output above and below the expected 
level.6 Reserve capacity to meet these variations is provided.? Mr, 
Andrews also states that average direct costs will be approximately 
constant over the relevant range of output,® and that average indirect 
costs will be falling.® This means that the firm produces under 
conditions of decreasing average total costs.1° The price (for the 
Season) will exceed average direct costs by the amount of a costing 
margin, which will tend to cover average indirect costs plus a 
‘‘normal’’ profit. 

The first question we have to consider is whether this situation 
is compatible with the fixing of price at the beginning of the Season 
on marginal lines. Professor Machlup has pointed out that marginal 
analysis does not necessarily imply continuous price adjustment,” 
and it is conceivable that variations about an equilibrium output, 
at which marginal cost and marginal revenue are equated, could 
approximately cancel out. The costing margin would then simply 
be the excess of monopoly price over marginal cost (equals marginal 
revenue) .}8 

Mr. Andrews’s firm, however, does not seem to equate SRMR 
(short run marginal revenue) and MC (marginal cost) in this way. 
Its price policies are determined mainly by long-run considerations, 
and Mr. Andrews considers that long-run elasticity of demand will 
be high, at any rate for price increases.14 The firm does not exploit 
the market in the short-period, and when reviewing its price at 
the beginning of the Season will tend to keep it unchanged, even 
when shifts in the demand curve would, in the usual short-period 


Oxford Studies, p. 164. 
Andrews, Man. Bus., p. 87. 
Ibid., pp. 87-98. 

Ibid., pp. 102-109. 

. Ibid., pp. 99-102. 

10. Oxford Studies, pp. 148-155, 161-162. 

11. Andrews, Man. Bus., pp. 157, 164. Mr. Andrews recognizes some variation in 
practice, e.g. an appropriate costing margin may be added to average total costs (Ozford 
Studies, p. 164), but this is of no special significance for the present study. 

a2. Machlup, “Marginal Analysis and Empirical Research”, American Economic 
Review, September, 1946, p. 539, reprinted in Readings in E Analysi. vol. 2, ed. 


PMH 








Richard V. Clemence (Addison-Wesley Press, 1950). Compare D. H. Macgregor’s “irregu- 
larities”, Economic Thought and Policy, p. 33. 

13. See P. Wiles, “Empirical Research and Marginal Analysis”, Economic Journal, 
September, 1950, p. 520. 

14. Andrews, Man. Bus., pp. 153-154. 
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analysis, require a price change.!5> It only varies its price when its 
costs change. Moreover, Mr. Andrews’s firm plans to have reserve 
capacity, and this appears to be not only a reserve to cope with 
breakdowns or irregularities in output, but also a reserve for 
growth,!® so that any expansion of demand from old and new cus- 
tomers may be met. Mr. Andrews stresses the willingness of the 
firm to expand output beyond expected output, at unchanged prices,}? 
which appears to be incompatible with equation of SRMR and MC. 

Short-run equilibrating action on marginal lines might still 
oceur in the form of attempts to adjust output within the Season 
so as to bring MC to equality with the unchanged price. In Mr. 
Andrews’s analysis, however, price at and around expected output 
exceeds marginal cost by the amount of the costing margin less 
any excess of marginal over average direct costs,!8 and only at 
“exceptional’’ levels of output are ‘‘extraordinary’’ costs!® incurred 
which could possibly cause MC to rise enough to equal price. Only 
by chance would a rise in demand at the unchanged price be just 
enough and no more than enough to raise output to the required 
level. It is important to see why the firm cannot adjust its sales 
sufficiently. Mr. Andrews does not consider that the firm makes any 
attempt to equate MC and price, and argues that, in any case, it 
cannot ordinarily expand to this point because of the existence of 
marketing difficulties under conditions in which firms differentiate 
their products and each firm has its own ‘‘custom’’.2° These difficul- 
ties, however, seem to be the consequence of the firm’s decision to 
maintain a reserve for growth, and not an independent explanation. 
It appears to be this reserve that ultimately makes Mr. Andrews’s 
analysis incompatible with both the equation of SRMR and MC at 
the beginning of the Season and with equation of price and MC 
within the Season.?! 


15. Oxford Studies, p. 170. 

16. Andrews, Man. Bus., pp. 91, 95. 

17. Oxford Studies, p. 170. 

18. Mr. Andrews’s direct costs, though defined as “‘outlays directly linked to production” 
are usually used hy him to include only direct materials and labour costs (Man. Bus. 
pp. 38-48, 86). They are therefore somewhat less than marginal costs, which would 
include wear and tear of plant. 

19. Andrews, Man. Bus., pp. 109-110. 

20. Oxford Studies, pp. 151-152. 

21. Mr. Wiles, loc. cit., attempts to explain the excess of price over marginal cost 
within the Season by drawing a distinction between SRMC (partial adaptation) and 
LRMC (partial adaptation). The latter includes extra costs escapable at first but eventually 
incurred because of extra maintenance, etc., when fixed plant is used to produce “capacity” 
(similar to our ‘expected’’?) output. They are somewhat broader than, though similar to 
Mr. Andrews’s “extraordinary” costs, and Mr. Wiles suggests that “in the neighbourhocd 
of” expected output they might rise so sharply as to bring about equality of price and 
his LRMC (p.a.). This exposition of the possible compatibility of full cost and marginal 
theories appears, however, to be unconvincing, because: (1) There is nothing in Mr. 
Andrews’s analysis to suggest that production around the expected rate of output 
involves any undue strain on plant or costs; (2) there is no reserve for growth in Mr. 
Wiles’s analysis; (3) Mr. Wiles’s results have no empirical basis, being merely derived, 
as he himself recognizes, from his definition of “capacity” output as that which gives 
the optimum long-run use of plant. See also H. R. Edwards, “Mr. Wiles and the Normal 
Cost Theory of Price’, Economic Journal, September, 1952. 
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Unfortunately Mr. Andrews’s treatment of this reserve ig 
rather slight and it is not certain that he himself is fully aware of 
its importance. Its role as distinct from other types of reserve is 
not discussed, nor is its effect on price. But were it not for this 
reserve for growth it might easily be argued that the short-period 
marginal and full cost theories are not necessarily so very different. 
The marginalist models are abstract ones which are not meant to 
be applied mechanically without appropriate qualifications in par- 
ticular cases, such as, e.g., Marshall’s producers’ ‘‘fear of spoiling 
their market’’. Professor Machlup has pointed out that marginal 
analysis does not exclude the possibility that the firm may consider 
short-run and long-run issues simultaneously.22, The tendency of 
full cost writers to exaggerate the differences between their theory 
and that of the marginalists arises largely from their failure to 
understand this aspect of marginal theory. They fail, too, to recognize 
that Mr. Andrews’s model is also an abstract one which requires 
suitable qualifications in particular applications, e.g. in cases where 
the firm does engage in short-period exploitation of the market. 

The reserve for growth of full cost theory is, however, an 
important new element to which marginalists must give considera- 
tion. Mr. Andrews’s ‘‘facts’’ suggest that the forces making for 
industrial expansion work much more through output changes than 
through price changes, and it is the reserve for growth that provides 
the safety valve which makes this mechanism of expansion possible. 
Recognition of this reserve therefore promises to add to our under- 
standing of economic forces and possibly represents a major contri- 
bution to the theory of the firm. It does not appear, however, to be 
incompatible with marginal theory, unless this theory is interpreted, 
erroneously, in a purely short-term sense. 


III 


Long-run considerations have intruded more and more into 
our discussion and these must now be considered directly. Short- 
period disequilibria may cancel out in the long run and the full cost 
‘*facts” may be consistent with, or even imply, equation of LRMR 
long-run marginal revenue) and LRMC (long-run marginal cost). 
To this question we must now turn. The ‘‘elasticity of demand” 
approaches to the problem are based largely on the models of 
Professor Chamberlin and Mrs. Joan Robinson, and Mr. Andrews’s 
criticisms of existing theory also appear to have these models par- 
ticularly in mind.?° It will therefore be convenient to use Professor 


22. Machlup, loc. cit., pp. 523-524. 
23. Andrews, Man. Bus., pp. 147-148. 
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Chamberlin’s ‘‘ product differentiation’? models as a framework for 
our own discussion. 

One characteristic of these models is that price may be said 
to be determined within certain limits, the upper limit being the 
monopoly price, and the lower limit the price corresponding to the 
possible point of tangency between the firm’s demand curve and its 
average cost curve. In Professor Chamberlin’s ‘‘large group’’ case,”4 
with which we shall begin, price is determinate and its actual location 
within the limits may depend partly on the possibility of ‘‘entry’’.?® 
The position of the lower limit will be determined by the elasticity 
of the individual firm’s demand curve, and price at this lower limit 
must always be higher than the ‘‘competitive’’ price. The greater 
the elasticity of demand, and, to some extent, the greater the possi- 
bility of entry, the closer will price be to the ‘‘competitive” price. 

At first glance, it might seem possible to treat Mr. Andrews’s 
model as a special case within Professor Chamberlin’s framework. 
In Mr. Andrews’s model ‘‘entry’’ is possible and demand for the 
individual firm’s product is highly elastic.27 In terms of Professor 
Chamberlin’s model, ‘‘entry’’ could be said to ensure that price 
is foreed down to the lower limit, while high elasticity of demand 
placed this lower limit close to the ‘‘competitive’’ price. Mr. 
Andrews’s costing margin added to average direct costs would 
cover average indirect costs plus a ‘‘normal’’ profit. Professor 
Chamberlin’s marginalist price might seem to be the same as Mr. 
Andrews’s full cost price and cover the same elements of cost and 
‘“‘normal’’ profit. 

Professor E. A. G. Robinson’s explanation of full cost theory 
appears to be partly along these lines. Attacking Mr. Andrews’s 
interpretation of imperfect competition theory he states that ‘‘it 
was the essence of these theories that one was dealing with a situation 
in which entry was assumed to be sufficiently free and competition 
sufficiently effective to reduce profits to a ‘normal’ level and to 
ensure that average revenue did not exceed average cost including 
‘normal’ profits’’,2® and claims that the costing rules of full cost 
theory are wholly consistent with this analysis.?9 


24. E. Chamberlin, Theory of Monopolistic Competition, pp. 81-94. It is not necessary, 
for our special purpose, to consider the validity of his “large group” and related concepts, 
or such criticisms as those of R. Triffin, Monopolistic Competition and General Equilibrium 
Theory, pp. 81-89. 

25. Chamberlin, op. cit., pp. 111-112: “In so far as the field in general or particular 
Parts of it are protected from incursion, demand curves will lie to the right of the point 
of tangency with cost curves, and profits will be correspondingly higher. This is the 
explanation of all monopoly profits, of whatever sort.” 

26. Chamberlin, op. cit. p. 88. 

27. Andrews, Man. Bus., pp. 153-154. 

28. E. A. G. Robinson, loc. cit., p. 773. 

29. Ibid., p. 777. It should be added that Professor Robinson does not consider that 
Mr. Andrews’s generalizations apply to all industry and all price-making. 
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Attempts at reconciliation along these lines must, however, be 
rejected. An essential characteristic of Professor Chamberlin’s 
“large group’’ model is that each firm assumes the effect of any 
change in price to be spread over so many competitors that the 
influence on any single one will be negligible.2° The firm therefore 
determines its price/output policy without regard to possible reactions 
on existing or potential competitors. Mr. Andrews’s model is very 
different. He assumes not only the possibility of competition and 
‘‘entry’’, which is consistent with Professor Chamberlin’s model, 
but also that each entrepreneur takes full account of this possibility 
in its determination of price, which is not. ‘‘The business man will 
have to face competition not only from businesses who are already 


established . . . there will also be the potential competition of 
newcomers. . . . The businessman thinks in terms of a right level 
of price to pass which would mean that he would . . . lose his 


market through the encroachment of other businesses.”°! This 
consideration by the firm of the possible reactions of other firms 
makes Professor Chamberlin’s ‘‘large group’’ analysis inapplicable. 
Full cost theory requires an oligopoly analysis.*2 

Another aspect of full cost theory telling in the same direction 
is its treatment of knowledge. One characteristic of Professor 
Chamberlin’s ‘‘pure’’ competition as compared with perfect com- 
petition is the possible lack of perfect knowledge in the former 
situation.*? But Professor Chamberlin, in his ‘‘large group’’ case, 
appears to go to the extreme of assuming that firms possess no 
knowledge of their rivals’ price adjustments other than that obtained 
through any effects on their own sales. When a producer changes 
his price, ‘‘the impact felt by anyone is negligible. . . . A price 
cut . . . draws inappreciable amounts from the markets of each of 
his many competitors, but without making incursions upon the mar- 
kets of any single competitor sufficient to cause him to do anything 
he would not have done anyway.’’*4 Mr. Andrews, however, asserts 
that business men obtain from salesmen, buyers and other sources 
a good knowledge of the prices charged by other firms. Moreover, 
‘there will, besides, always be particular businesses with whom he 
will expect to keep abreast, and about them he will usually be well 
informed’’.®® It is inconceivable that a firm would possess knowledge 
of its rivals’ prices and of their reactions to its own prices without 
taking them into account in fixing its own prices, and Mr. Andrews 


30. Chamberlin, op. cit., p. 83. 
31. Andrews, Man. Bus., p. 154. 


32. Cf. Hall and Hitch, loc. cit., p. 122: “the typical case is that of monopolistic 
competition with an admixture, which is usually large, of oligopoly’. See also R. F. Kahn, 
“Oxford Studies in the Price Mechanism”, Economic Journal, March, 1952. 

33. Chamberlin, op. cit., p. 6. 

34. Ibid., p. 83. 

35. Andrews, Man. Bus., p. 155. Cf. Saxton, op. cit., p. 157. 
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leaves no doubt that his firms do so.2* Again the market situation 
implied is oligopoly.*? 
IV 


Existing theories of oligopoly are so notoriously unsatisfactory 
that it is probably not worthwhile attempting to reconcile full cost 
theory to them. Nevertheless some attempts have been made and 
these must now be considered. 

Professor Machlup has suggested that if a firm supposes that 
its rivals have similar costs, its own average cost curve will be a 
guide to its rivals’ elasticities of supply and hence to the elasticity 
of demand for its own product.** Full cost pricing on the basis of 
average cost may, in the circumstances, be the best way of taking 
account of elasticity of demand, and full cost theory may be no more 
than a marginal theory in disguise. Professor Oliver has, however, 
pointed out that, under conditions of oligopoly, this average cost 
criterion of elasticity of demand can serve only as a guide to the 
possible effects of departure from the oligopolistiec price and provides 
no clue as to how this price was initially determined.5® The kinked 
demand curve analysis of Hall and Hitch and of Sweezy*® is open 
to a similar objection. 44 

Professor Chamberlin’s treatment,*? recently re-attested,* of 
full cost pricing as an important special case of his oligopoly theory 
is not marginalist in character, for it assumes that business men 
“set their price with reference to costs rather than to demand aiming 
at ordinary rather than maximum profits’’.“4 In this model ‘‘entry’”4® 
occurs ‘‘perhaps through miscalculation or simply through the per- 
sistent efforts of others to find a place for themselves in business’’,4 


36. Andrews, Man. Bus., pp. 154-156 

37 «~The above discussion suggests that oligopoly is probably extremely common. See 
N. Kaldor, ‘“Market Imperfection and Excess Capacity’, Economica, February, 1935, pp. 
37-40, for a similar view, held on rather different grounds. Professor Chamberlin in 
“Monopolistic Competition Revisited’, Economica, November, 1951, pp. 355, 361-362, has 
also recently written: “It seems evident to me that oligopolistic elements are very 
general in the economic system and that economic study must be increasingly concerned 
with their influence on prices and other economic categories.” 

38. F. Machlup, loc. cit., pp. 542-544. 

39. Henry M. Oliver, Jr., “Average Cost and Long-Run Elasticity of Demand”, 
Journal of Political Economy, June, 1947, pp. 213-214. 

40. R. L. Hall and C. J. Hitch, loc. cit., pp. 116-117; Paul M. Sweezy, Journal of 
Political Economy, August, 1939, p. 569. See ‘also Andrews in Oxford Studies, p. 160. 

41. For other objections to the kinked demand curve analysis see G. J. Stigler, “The 
Kinky Oligopoly Demand Curve and Rigid Prices”, Journal of Political Economy, October, 
1947, and W. Fellner, Competition Among the Few (Knopf, 1949), pp. 181-182. 

42. Chamberlin, Theory of Monopolistic Competition, pp. 105-106. 

43. Chamberlin, Economica, November, 1951, pp. 356-357. 

44. Chamberlin, Theory of Monopolistic Competition, p. 105. See also Chamberlin, 
“*Full Cost’ and Monopolistic Competition’, Economic Journal, June, 1952. 

45. We still do not wish to imply acceptance of the ‘group” concept. Professor Cham- 
berlin himself, in Economica, November, 1951, has now abandoned it and argues (p. 355) 
that in the typical oligopolistic relationship “there is neither market, commodity nor 
industry for which the number of sellers may be counted. A particular seller may be 
taken as a focal point and related to others near by; but when we move on to the next 
seller the grouping changes slightly.” He also says (p. 350): “Monopolistic competition 
implies lack of free entry in the full sense of freedom for another firm to produce the 
identical output, since the output of each firm has at least a minimum of individuality 
of its own”. We accept these views and continue discussion in terms of the group for 
convenience only. 

46. Chamberlin, Theory of Monopolistic Competition, p. 105. 
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“é 


and, as more firms ‘‘enter’’, each gets less business. Old and new 
firms add their mark-ups automatically, and prices therefore rise 
as lower output forces unit costs up. Price may rise appreciably 
above the lower limit, and in his earlier exposition Professor Cham- 
berlin expressed the view that continued ‘‘entry’’ would be likely 
to force price up to a level which would, in effect, be near what we 
have called the upper limit.‘? 

This solution seems to depend partly on the assumption that 
all firms, including newcomers, share the ‘‘market’’ between them. 
This is one aspect of Professor Chamberlin’s ‘‘symmetry’’ assump- 
tion, which, used first in his large group case, and afterwards 
relaxed there, appears also in his full cost discussion.4® In Mr. 
Andrews’s model, however, firms do not necessarily divide the 
market equally and cannot add their costing margins so mechanic- 
ally. A new firm may find it difficult to obtain a payable share of 
the market and may have to accept a price so low that its costing 
margin is insufficient to allow it to make a profit.4® ‘‘Entry’’ is 
most likely to occur when demand is expanding, and old firms may 
not find their markets much reduced. Even if they do they are 
hardly likely to meet such a situation by price increases.5° Fear 
of entry, so important in Mr. Andrews’s model, but absent from 
Professor Chamberlin’s, could certainly be expected in these cireum- 
stances to stop firms automatically raising their prices. Indeed, fear 
of entry appears to have the even more serious consequence for 
Professor Chamberlin’s theory of casting doubt on his lower limit 
price, for a firm afraid of entry might conceivably charge a price 
lower than this in order to hold its market. It could do this, and 
still make a profit, if its demand curve were thereby kept to the 
right of the tangency position.5! On several counts, therefore, it 
would seem that Professor Chamberlin’s explanation of full cost 
theory is unacceptable.®2 


V 


Some writers have suggested that adherence to full cost pricing 
may be partly due to such factors as habit, inertia and ignorance.® 
Mr. Andrews’s model, however, assumes a high degree of alertness 


47. Ibid., p. 106. 

48. Ibid., pp. 82, 90. See also the comments of R. Triffin, op. cit. pp. 24, 33-86. 

49. Oxford Studies, pp. 166-167. 

50. Andrews, Mam. Bus., p. 164. 

51. In terms of Professor Chamberlin’s model such a firm would be producing an 
output at which MC was greater than MR. This appears to be the type of situation 
envisaged by Professor Macgregor, op. cit., pp. 53. 

52. It is possible that a much broader conclusion, applying to monopolistic competition 
theory in general, might be appropriate. For if “fear of entry” is as important as Mr. 
Andrews’s model suggests, then approaches which neglect it, such as those of Professor 
Chamberlin and Mrs. Joan Robinson, might come to have historical interest only. This 
= of course, a different issue from that of the respective merits of marginal and full cost 
theories. 

53. See R. L. Hall and C. J. Hitch, ioc. cit., pp. 112-114. 








1953 


on t! 
him - 
woul 
pron 
possi 
habi 
if e 
rega 
too | 
banl 
prer 
he » 
retu 
it i 
firm 


the 
is I 


the 
rat. 
ma 
det 
ma 
ful 
fin 





ag 


SS 


an 
on 


on 
ir. 


or 
his 
st 











1953 FULL COST THEORY 59 


on the part of existing firms and potential ‘‘entrants’’, and for 
him to have attached great importance to habit, inertia and ignorance 
would have been inconsistent. The latter, therefore, do not find a 
prominent place in his theory, and are probably best regarded as 
possible qualifications to it. A costing margin which, because of 
habit or ignorance, is too high, will lead eventually to entry, or, 
if entry is difficult or impossible, this, not the habit, must be 
regarded as the significant factor. Similarly, if price is habitually 
too low, the firm will sooner or later have to revise its habits or go 
bankrupt. Professor Eiteman, for example, assumes that the entre- 
preneur, being ignorant of his demand curve,'4 decides what output 
he will aim at and fixes a mark-up which will give a reasonable 
return on the assets invested.*5 Such an analysis is superficial unless 
it is supplemented by a theory of entry. If entry is difficult and 
firms do not fear it there may be a wide range within which, say, 
a habitual oligopolistic mark-up may be found. If entry is easy 
the range within which habit and ignorance can go unchallenged 
is relatively narrow. 

Professor Fellner suggests that because of uncertainty as to 
the future a firm may aim at the highest safety margin—that is at 
the largest gap between average revenue and average variable cost— 
rather than at maximum profits, or at some compromise between 
maximization of safety margin and maximization of profits, and 
determine the price accordingly.66 Such concentration on a safety 
margin would be consistent with the emphasis on the mark-up in 
full cost theory. One’s doubts are awakened, however, when one 
finds that, if an unfavourable ‘‘surprise’’ were feared, Professor 
Fellner’s safety margin price would be higher even than Professor 
Chamberlin’s upper limit price. The theory appears to be unaccept- 
able in its present form, for the safety margin, if it exists, must be 
qualified by Mr. Andrews’s fear of entry.57 


vi 


It has also been claimed that full cost theories contain many 
profit-maximization elements, and that these justify their being 
regarded as marginal theories. Mr. Andrews himself refers to ‘‘the 


54. W. J. Eiteman, op. cit., Ch. IV. 

55. Ibid., p. 78. 

56. Fellner, op. cit., pp. 152-157. 

57. Professor Fellner suggests (op. cit., pp. 156-157, 224-226) that his safety margin 
approach might be used along with an approach he attributes to Professor Scitovszky. 
The latter, according to Professor Fellner, believes that full cost theory might be explained 
on marginal lines by supposing that ‘‘producers may make the assumption that their 
average variable cost curve is horizontal in the relevant range” and that shifts in their 
demand curves “do not result in appreciable changes in demand elasticity from one 
equilibrium point to another’. Profit-maximization would then involve an unchanged 
percentage mark-up, regardless of shifts in the revenue and cost functions. But while 
these considerations could well play a part in some cases, the theory as set out appears 
to be no more than a special case of Professor Chamberlin’s model and open to the same 
ebjection, viz., that it does not take account of fear of entry. 
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search by private enterprise for maximum profits’’,5® though unfor- 
tunately he does not develop any precise concept.59 His stress on 
long-period considerations rules out any consistent short-period 
profit-maximization and he states that entrepreneurs do not take 
full account of long-period aspects.® Yet he gives much weight to 
fear of competition and entry, and several critics have pointed to 
these and other elements in his theory which appear to them to be 
marginal in character.*! Professor Machlup, in support of a mar- 
ginalist interpretation, argues that ‘‘Marginalism, as the logical 
process of ‘finding a maximum’ is clearly implied in the so-called 
economic principle—striving to achieve with given means a maximum 
of ends’’.®& 

Professor Machlup’s position appears, however, to be methodo- 
logically unsatisfactory. We may recall here the same writer’s view 
that ‘‘marginal analysis of the firm should not be understood to 
imply anything but subjective estimates, guesses and hunches’’,® 
With this subjective interpretation of marginal theory Professor 
Machlup is easily able to suppose that whatever the entrepreneur 
does, so long as he aims at profit-maximization, results in the equation 
of MR and MC. But, as Professor Gordon makes clear,** such a 
theory is tautologous and explains nothing. For a marginal theory 
to have predictive value some reasonably stable and independent 
interpretation of the marginal concepts is necessary, and some 
possibility, in principle, of testing its results. This does not neces- 
sarily mean that marginalists must eschew all subjectivity. As 
Professor Boulding has pointed out, ‘‘if the preference functions 
are reasonably stable, the theory has meaning and predictive power, 
for the preference functions can be investigated empirically’’.® 
The shifts in content of the marginal concepts that are involved in 
oligopolistic hunches about the behaviour of rivals, however, and 
the partial dependence of their content on rivals’ reactions, appear 
to be incompatible with a meaningful marginal theory. 

The picture implied by our analysis of full cost theory is one 
of the firm’s price being determined largely within limits set by 
the ease or difficulty of entry, and of its actual determination within 
these limits, not by comparison of objective increments of cost and 


58. Andrews, Man. Bus., pp. 5, 21. 

59. See M. J. Farrell, “The Case Against the Imperfect Competition Theory”, Economic 
Journal, June, 1951, pp. 424-425, for a relevant discussion of the difficulties involved in 
the concept profit-maximization. 

60. Oxford Studies, pp. 141, 162. 

61. F. Machlup, loc. cit., pp. 545-546; E. A. G. Robinson, Joc. cit., pp. 776-778; R. F. 
—_ loc. cit., p. 120. 

Machlup, loc. cit., p. 519. 

es. Ibid., p. 522. 

64. R. ‘A. Gordon, “Short-Period Price Determination in Theory and Practice”, 
American Economic Review, June, 1948, pp. 268-269. See also K. F. Walker, “The 
Psychological Assumptions of Economics’, Economic Record, June, 1946, pp. 72-73. P 

65. K. E. Boulding, “Implications for General Economics of More Realistic Theories 
of the Firm”, American Economic Review, May, 1952, pp. 42-43. 
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revenue, but according to the particular oligopolistic relationships 
between firms.*°* The full cost mark-up is probably mainly a con- 
ventional device for maintaining the oligopolistic price reasonably 
close to the upper limit, and the firm no doubt gives much thought 
on occasion to the possibility that it might gain by departing from 
this conventional mark-up. Professors Machlup and Kahn consider 
that such implicit recognition of the elasticity of demand indicates 
a marginal theory.*? But as the firm’s assessment of elasticity of 
demand depends a great deal on its hunches about its rivals’ possible 
reactions, the independent and stable data required for prediction 
and testing are lacking. In full cost theory we may conceivably 
sometimes be able to say of a firm that its MR and MC are equal. 
But this by itself does not make it a marginal theory in any 
meaningful sense of the term.® 


Vil 


We reach the conclusion that existing marginalist attempts 
to assimilate full cost theory fail and that future prospects of 
success are not bright. This suggests that those who broadly accept 
Mr. Andrews’s ‘‘facts’’ should seriously consider giving their atten- 
tion to the development of fuli cost models, with suitable marginal 
qualifications where necessary. If this were attempted possibly 
fuller analysis of entry and of the reserve for growth would have 
to play major parts.°® The former might be expected to produce 


66. The full cost model developed at length by H. R. Edwards, ‘Goodwill and the 
Normal Cost Theory of Price’, Economic Record, May, 1952, appears to be the special 
ease in which, except perhaps in the short period, there are no obstacles to entry, and 
therefore no scope for control over price by the existing oligopolistic firms. 

67. F. Machlup, loc. cit., pp. 542-543; R. F. Kahn, loc. cit., pp. 122-123. 

68. Marginalists usually argue that an income tax levied on a firm affects neither MR 
nor MC and so cannot be passed on. In full cost theory, however, it would seem that a 
firm might conceivably treat a rise in income taxation as an indirect cost, increase its 
costing margin and raise its price. Some price leadership arrangement would probably be 
necessary for, if the tax were progressive, an efficient highly taxed firm might otherwise 
suffer from the competition of inefficient lowly taxed firms. In the short period, moreover, 
entry would be facilitated somewhat, as new entrants making low profits would be protected 
by high prices without correspondingly high taxation. Fear of such entry might prevent 
the full passing on of tax. This analysis is rudimentary but it may be sufficient to warn 
against over-readiness to give full cost theory a marginalist interpretation. 

69. In his own attempts at fuller development of his theory (Oxford Studies, Ch. IV) 
Mr. Andrews seeks to rehabilitate the “industry” concept and to focus attention on “normal” 
cost and ‘‘normal’’ profit. This seems to the writer to be a false start likely to stifle 
analysis of the great variety of actual situations. In any case, Mr. Andrews solves neither 
of the two main problems involved in the development of a satisfactory “industry” concept, 
viz. (a) establishment of a meaningful economic criterion for determining the bounds of 
an “industry”; (b) formulation of an adequate definition of “industry” which is not 
relative to one particular firm. The reason for Mr. Andrews’s neo-Marshallian developments 
(including a longing glance at the representative firm) appear to be as follows: (1) He 
wishes to substitute the Marshallian notion of a firm slowly growing for the modern theory 
of a firm in static equilibrium. This may be desirable, but the “industry” seems unnecessary 
for the purpose. (2) He wishes to reintroduce the notion of a potential entrant judging 
its prospects by observing a typical firm. But all it is ry to is that the 
former looks at a particular firm or firms with which it is gamete to compete most closely. 
(3) He wants to speak of prices as being given to the individual firm and determined 
by demand and supply for the product of the “industry”. But when products are not 
homogeneous and cross-elasticities not symmetrical such an analysis would not only be 
extremely cumbersome, but also false. On Mr. Andrews’s oligopolistic assumptions inter- 
play between each firm and its closest actual and potential rivals may play an important 
part in the determination of price. (4) He wants to speak of ‘‘normal” costs as including 
No more than “normal” profits. But he defines “normal” profit as “the margin at which 
new ibusinesses will enter the market” (Man. Bus., p. 174) and, if conditions of entry 
are difficult, the “normal” profit so defined may be relatively high. The term ‘normal’ 
is extremely misleading and Mr. Andrews’s use of it tends to conceal the great variety 
of actual situations. 
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an analysis applicable to a great variety of situations according 
to different degrees of entry and fear of entry and different oligo. 
polistic relations, explaining different mark-ups in different situa- 
tions. The latter might help us to develop the realistic dynamic 
theory of firm we at present lack. 


KINGSLEY LAFFER. 


The University of Sydney. 











THE PURPOSES OF THE [INTERNATIONAL 
MONETARY FUND* 


I. The Three Main Purposes. 
II. Their Interrelationships. 
III. Means of Enforcement. 
IV. Summary. 


I 


The main purposes of the International Monetary Fund as 
expressed in the first Article of Agreement include: (1) exchange 
rate stability, (2) full employment, and (3) the attainment of the 
advantages from international trade.1 The purpose of this note is 
to examine the relation between these policy objectives and to show, 
what is frequently disregarded when the Fund is discussed, that 
there is no a priori reason for them to be always complementary. 
If the argument advanced is correct, members and potential mem- 
bers of the Fund will do well not to expect that even if the Fund 
has a free hand to operate in the manner its charter envisages, an 
easy simultaneous realization of all these aims will be accomplished. 
Rather what is to be expected is a series of judicious compromises 
between them. 

Before going any further it may be necessary to elaborate the 
interpretation given here to this first Article. It might be argued 
that the condemnation of competitive exchange depreciation sane- 
tions, by implication, other less dangerous instances of such depre- 
ciation. It is true that some of the most important provisions of 
Article IV refer to the conditions of altering exchange rates, and 
that some of the most fruitful discussions regarding the Fund have 
developed precisely around the concepts of ‘‘fundamental dis- 
equilibrium’’ and ‘‘equilibrium rates of exchange’’.? 

This, however, does not contradict the interpretation given 
above, since precisely the fact that exchange stability was 


*I am greatly indebted to Professor C. G. F. Simkin for much helpful advice in the 
Preparation of this paper. He is of course in no way responsible for the views here 
expressed. 

1. Articles of Agreement of the International Monetary Fund: Art. I. The purposes 
of the International Monetary Fund are: . . . (ii) To facilitate the expansion and 
balanced growth of international trade and to contribute thereby to the promotion and 
maintenance of high levels of employment and real income, and to the development of 
the productive resources of all members as primary objectives of economic policy. (iii) To 
promote exchange stability, to maintain orderly exchange arrangements among members, 
and to avoid competitive exchange depreciation. (iv) To assist in the establishment of a 
multilateral system of payments in respect of current transactions between members, and 
= elimination of foreign exchange restrictions which hamper the growth of world 
rade. 

2. cf. A Hansen “A Brief Note on Fundamental Disequilibrium”, Review of Economic 
Statistics, Nov. 1944; G. Haberler, “(Currency Depreciation and the International Monetary 
Fund”, both reprinted in Foreign Economic Policy for the United States, Seymour Harris 
(ed.) ; 1948. See also R. Nurkse Conditions of International Monetary Equilibrium, 
(Princeton University, Essays in International Finance), and “Domestic and International 
Equilibrium” and A. I. Bloomfield, “Foreign Exchange Rate Theory and Policy’’, both in 
The New Economics, S. Harris (ed.). 
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considered to be generally desirable, made it so important to find out 
when the cost outweighed the benefits to an extent which made 
abandonment of the norm desirable. “‘In the long run exchange 
stability was an essential part of the international economic order 
which the Fund was charged with attempting to establish, at the 
same time recognizing the necessity for a reasonable degree of 
exchange flexibility.’ It is just on the question of what was to 
be the proper yardstick for ‘‘reasonable’’ that a good part of the 
post-Bretton Woods’ controversy hinged. 

With respect to full employment, paragraph (ii)* speaks for 
itself, though the objection can properly be raised that both ‘‘full” 
and ‘‘high level’’ with respect to employment are too imprecise to 
be of much use in rigorous analysis. Is the United Nations Group 
of Experts’ concept of ‘‘. . . a situation in which employment 
cannot be increased by an increase in effective demand’’ or “‘a 
situation in which unemployment does not exceed the minimum 
allowances that must be made for the effects of frictional and 
seasonal factors’’,®5 to be taken? Or is it to be the criterion of the 
Act passed by the U.S. Senate in September, 1945, where the 
government was directed to ensure an opportunity for employment 
to all, provided that over a reasonable period of time no net new 
increase to the national debt should occur?® The possibilities are 
unlimited, as almost any percentage of the labour force may be 
defined to be ‘‘normally seasonally and frictionally unemployed’’. 
But for the purposes of this paper the objection is not important, 
as the conclusions will hold with any criterion, provided it refers to 
a certain level of employment and, once accepted, is not deviated 
from. 

Finally, with respect to the attainment of the advantages from 
(free) international trade, it may be argued that world trade could 
very well grow under increasing interference by governments, espe- 
cially if value rather than volume is made the relevant consideration. 


3. A. G. B. Fisher ‘The International Monetary Fund and the International Bank for 
Reconstruction and Development”, in Foreign Economic Policy for the United States, 
Seymour Harris (ed.). Note also the Fund’s ‘Annual Report 1951”, which sums up a 
discussion of the relative merits of stable and fluctuating exchange rates on p. 41. “The 
essence of this whole analysis may be very simply expressed. The par value system is 
based on lessons learned from experience. There is ample evidence that it continues to be 
supported by members of the Fund. Exceptions to it can be justified only under special 
circumstances and for temporary periods. The economic and financial judgement of the 
Fund in such cases must be tempered by recognition of its responsibilities in the wider 
field of international relations.” 

See Note 1 

5. United Nations National and International Measures for Full Employment, 1949, 
p. 1%. This, incidentally, would still be an ambiguous criterion, since the interpretation 
of “frictional’”’ is vital. If the American coal miners strike because they ask for wages 
which, given the competition from the oil industry and the number of miners, the mine 
operators cannot or believe they cannot pass on to the public, is it “frictional”? 
An assurance of unlimited credit expansion might make this wage feasible, but the 
alternative, in the long run, may be a shift of miners into other occupations. 

6. See S. Alexander, “Opposition to Deficit Spending” in Income, Employment and 
Public Policy (Norton, 1948, New York). 








But | 
resou 
chan 
can | 
with 
worl 
in re 
with 
pure 
tion 
avoit 
the | 
adju 


and 


tal 


AY 


out 
ade 
age 


HW’? 


up 
ant 


cc 


nd 
the 
he 
nt 


49, 
on 
e8 
ine 





1953 PURPOSES OF THE I.M.F. 65 


But if paragraph (ii) with ‘‘the development of the productive 
resources’ is combined with (iv) ‘‘the elimination of foreign ex- 
change restrictions which hamper the growth of world trade’’, it 
ean hardly be thought that the Fund would favour replacing these 
with tariff restrictions which would equally hamper the growth of 
world trade. And a multilateral system of payments among members 
in respect to current (trade!) transactions, can hardly be associated 
with a growth of bilateral trade or barter agreements or state bulk 
purchases. I feel, therefore, justified in proceeding on the assump- 
tion that any increases in trade restrictions, while not necessarily 
avoidable, may be regarded as opposed to the basic objectives of 
the Fund, and that they must be regarded, like exchange rate re- 
adjustments, as exceptions justified only by special circumstances 
and for temporary periods. 


II 


What has been said thus far can be summarized by putting 
the avowed purpose of the Fund as being to help its members attain 
and maintain internal and external equilibrium and to combine this 
with obtaining the advantages of a high and growing level of inter- 
national trade. 

External equilibrium must mean as a necessary, if not a suffi- 
cient condition, that the supply of foreign exchange at the given 
level of trade restrictions,? and at the given exchange rate, be 
equal to the demand for it. For the purposes of this paper we 
shall abstract from such situations of unstable equilibrium as are 
possible when the supply curve of foreign exchange slopes down- 
ward because of a foreign elasticity of demand for imports of less 
than unity. That such situations are not outside the realm of the 
possible is suggested by T. T. Polak’s finding of an apparent elas- 
ticity of supply of dollars of —0:1 to Germany and of —0°3 to the 
Netherlands..® That they are not typical is suggested by his simul- 
taneous finding of four other countries’ apparent elasticities with 
positive signs and by his qualifications regarding the measurement 
of the 1949-50 period elasticities. That they are not themselves 
indicative of unstable equilibrium, since the negative slope of the 


7. The exact scope of the definition of trade restriction will have to vary; comprehen- 
sive exchange or import rationing, for instance, would be excluded. But the absence of 
overt changes in trade restrictions may yet signify a decline in their effectiveness. There 
are two principal reasons for this: (i) a reduction in transport costs, and (ii) a decline 
in the real burden of specific duties, in view of long run declines in the value of currency 
units. Conversely, of course, this also means that some increases in the apparent size of 
such duties, or intensifications of qualitative restrictions do not necessarily increase real 
trade restrictions. 

For a more complete statement of such possibilities see G. Haberler “The Market 
for Foreign Exchange and the Stability of the Balance of Payments’’, Kyklos, Vol. 111, 
1949, P. T. Ellsworth and M. Bronfenbrenner “Exchange Rates and Exchange Stability”, 
Review of Economics and Statistics, February 1950, and A. Hirschman “Devaluation and 
the Trade Balance”, Review of Economics and Statistics, February, 1949. 

9 T. T. Polak “Contribution of the September 1949 Devaluation to the Solution of 
Europe’s Dollar Problem”, p. 6, 1.M.F. Staff Papers, Sept. 1951. 


Cc 
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demand curve may be smaller yet, makes this abstraction reasonable. 
In both Germany and the Netherlands, incidentally, the dollar gap 
was diminished, over the period measured, by devaluation, leaving 
no reason to assume unstable equilibrium. 

It is nothing but a truism to say that there will always be some 
rate of exchange at which external equilibrium would be achieved, 
‘In any given situation there is an equilibrium rate corresponding 
to each rate of interest and level of effective demand, and any rate 
of exchange, within very wide limits, can be turned into the equili- 
brium rate, by altering the rate of interest appropriately.’’!° Since 
I do not believe that international capital movements at present 
are much dependent on relative interest rates, though they may 
well become so again in the future, it will serve the purposes of 
the present inquiry to simplify Mrs. Robinson’s model and to say 
provisionally that for each level of real income there will be a 
rate of exchange conducive to external equilibrium. 

If a country is assumed to be originally in balance of payments 
equilibrium and on a fixed exchange standard, but at a level con- 
siderably below that of full employment, and if it starts expanding 
credit vastly, so as to supply the government with funds for deficit 
spending, some effects may occur on the price and wage level even 
before full employment is reached. Any such price effect that 
reaches the export industries can be presumed to have an impact 
on the balance of payments, for if the elasticity of foreign demand 
is greater than unity, foreign exchange receipts will fall and a 
deficit develop. If foreign demand has an elasticity of less than 
unity, an increase in the supply of foreign exchange may occur, 
and in that case the final effects on the balance of payments will 
depend on whether the accompanying increase in demand for foreign 
exchange, which occurs as domestic goods become relatively more 
expensive, will be greater or smaller than the increase in supply." 
What is relevant here, however, is that only under exceptional con- 
ditions will no net effect occur on the balance of payments, if any 
price effects occur in the process of moving toward full employment. 
How exceptional such a zero effect would be, becomes clear if it is 
remembered that, since the relation of export and import prices is 
assumed to change, the following variables become relevant: the 
elasticities of demand for and supply of imports and exports, the 
elasticities of demand for import competing and export competing 
goods, the home elasticities of demand for exports, and the substi- 
tutability of imported commodities. And all these in turn of course 


10. J. Robinson “The Foreign Exchanges”, Essays in the Theory of Employment, 
reprinted in Readings in the Theory of International Trade (Blakiston, 1950, p. 103). 
11. See Ellsworth and Bronfenbrenner, op. cit. 
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depend on the whole social and economic pattern of each trading 
country, on the mobility of labour, or the state of transportation, 
on the ownership of the means of production and the degree of 
monopoly, ete. With this in mind, it is only under the rarest of 
circumstances that it can be expected, that once a price effect has 
accompanied changes in the quantity and velocity of money, the 
algebraic sum total of all these effects will add up to zero. 

But even if this extraordinary result should obtain, or, what 
would be less extraordinary, though still not in accordance with 
most of our experience from the thirties, if no appreciable price 
effect should accompany the monetary expansion of the government’s 
pump priming, then we would still have to reckon with formidable 
forees working on the balance of payments, mostly in a deficit pro- 
ducing direction. So far we have, for analytical purposes, held income 
constant, but since, by definition, national income changes with the 
level of employment, with any given marginal propensity to import 
greater than zero, income effects will occur both at home and abroad 
which alter the balance of payments.!2 Again it will readily be 
seen, that even in the absence, I repeat, of price changes, only the 
most extraordinary good fortune would make the net effects of the 
compounded foreign and domestic repercussions on the balance of 
payments, equal to zero. Let it be remembered that not only are 
the foreign and domestic marginal propensity to import to be con- 
sidered, but also the foreign and domestic marginal propensities to 
save, so that, particularly if the countries considered are of con- 
siderably different size, habits and dependence on foreign trade, 
the assumption of a zero effect becomes unreasonable. 

If it is then accepted that a stable rate of exchange, together 
with a movement toward full employment will, at a given degree of 
trade restrictions, be likely to lead to the deterioration of a pre- 
viously stable balance of payments, adequate international reserves 
may solve the dilemma in the short run. Some, if few, countries 
have such reserves; as for the others, the Fund is supposed to supply 
them. But the Fund is generically and legally able to do so only 
for non-structural disequilibria, and there is nothing in the dis- 
equilibrating forces mentioned which indicates an automatic self- 
corrective mechanism.!% 


12. For a working out of a large number of alternative effects, see F. Machlup 
International Trade and the National Income Multiplier (Blakiston, 1943). My argument 
here is not tied to the assumption of any kind of stable functional relationship of imports 
and income. All it assumes is that every time income changes, some change in imports 
will be causally dependent on it. As will be seen, if this relationship is unstable and 
therefore highly unpredictable, or if at certain times it should happen to be perverse, 
the difficulties mentioned will become worse. 

18. This is particularly true in the absence of large gold reserves, where banking 
Policy rather than the balance of payments determines the quantity of noney and the 
Price level. But even under the gold standard a tendency rather than u guarantee of 
equilibrium existed, and capital movements may have been the real equilibre’ing items. 





68 THE ECONOMIC RECORD MAY 


It can now be asked how such a lack of balance can be corrected, 
and the three apparent possibilities are: 


1. internal price and income deflation, 
2. legally restricting foreign imports, 


3. lowering the price of exports to foreigners, and raising 
the domestic price of imports through exchange devalua- 
tion. The expedient of subsidising exports really belongs 
to this category, too. 


Along the first path, income deflation, that is, reducing the 
level of employment via the interest rate and whatever monetary 
and fiscal measures are deemed necessary, is naturally ruled out, 
since it is against one of the major objectives of the Fund, and 
since the problem here postulated arose precisely because of an 
attempt to raise the level of income. Price deflation, on the other 
hand, if it leaves the level of employment unaffected, is not contrary 
to any of the basic criteria of the Fund. Whether it is probable, 
and whether it is one of the Fund’s weapons to achieve its ends, 
will be discussed later. 

As for the second path, the restriction of foreign imports is 
naturally again in contradiction with the objective of a growth of 
world trade and of a multilateral payments mechanism on current 
account. The third possibility, exchange devaluation, partial!‘ or 
total, is incompatible with exchange stability. It is not relevant 
here to argue that the Fund has a machinery capable of dealing 
with occasional exchange rate readjustments. The type of devalua- 
tion and appreciation which would be necessary to account for 
fluctuations in the level of employment and of relative prices’ 
would be neither exceptional nor occasional; it would be as much a 
matter of the Fund’s everyday business as balance of payments’ 
fluctuations are at present. 


III 


From what has been said, it can be seen that for each combina- 
tion of any level of real income, any level of money prices and 
wages and any level of trade restrictions, there is an equilibrium 
rate of exchange. And it can be seen further, that if the Fund aims 
at keeping exchange rates stable, real income constantly high and 
the level of trade restrictions at least constant,!* it can do so only 


14. Multiple exchange rates, discriminatory export subsidization, selective dumping, etc. 

15. It will be noticed that throughout this paper I have abstracted from such ‘‘dynamic” 
changes as are produced by new production functions in the Schumpeterian sense, or by 
changes in tastes and sizes of population. Introducing them we would have a host of new 
factors increasing the difficulties here discussed. 

16. More specifically: with no upward change in the real burden. 
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by bringing about considerable fluctuations in the money wage-price 
levels of member nations. And if it can be shown that the Fund 
js not designed nor equipped to do the latter, it would follow that 
with any serious fluctuation in a country’s real income, the Fund 
would have to sacrifice one of its basic objectives. Furthermore, if 
the real income effects of trade restrictions themselves are 
considered, the question whether exchange rates can remain stable 
becomes even more delicate. 

Now the Fund’s powers in this general field are roughly the 
following : 


1. it can help members that have balance of payments diffi- 
culties, by selling to them foreign exchange, up to 25 per 
cent of their own quota in any year and not more than 
double its quota in total.!” 


2. it can allow the member to depreciate its currency by 
more than 10 per cent of the original parity,!* provided 
it is satisfied that ‘‘fundamental disequilibrium exists’’ ;!® 


3. it ean declare certain currencies scarce and thereby 
authorize members to impose temporary exchange restric- 
tions against operations in the scarce currency.2° 


The first alternative is clearly a temporary one, limited by the 
size of the quota and by certain repurchasing obligations.24_ It acts 
to increase a member’s international reserves and to postpone correc- 
tive measures for a certain time. That this may be of great import- 
ance in certain cases of clearly temporary unbalances, can hardly be 
questioned. But it cannot deal with such unbalances as are discussed 
here, if the argument is correct that they cannot be assumed to 
correct themselves automatically, because of the very nature of the 
factors causing them. That in exceptional cases they may do so is 
not denied, it is the logical necessity of complete or near complete 
adjustment occurring which was questioned. 


17. Articles of Agreement, Art. V, especially Section 3. 

18. This point is peculiar, because it has been pointed out that the original parities 
chosen were really a counsel of despair, since at the time of their setting, the Fund’s 
organizers were perfectly aware that they did not represent the equilibrium rates of the 
Post-war world, and that the main reason for choosing them was that they were the 
rates then existing and nobody could possibly forecast by how much they would have to 
move. See C. Gutt “Exchange Rates and the International Monetary Fund”, in Foreign 
Economic Policy for the United States, S. Harris (ed.). If Gutt’s account is correct, and 
there is no reason to doubt this, since he was among the chief organizers of the Fund, 
it reinforces the presumption voiced above that the Fund would look with disfavour on 
exchange rate adjustments since, if there was no “general expectation that the initial 
parities could be continued indefinitely” (op. cit. p. 221) then it follows logically that 
once the adjustment originally foreseen was made, the 10 per cent adjustment away 
from the original parity which the Fund allowed its members without consultation, would 
become meaningless. At least it made the actual envisaged control of the Fund over 
exchange rates ultimately greater than —9 appeared. 

19. Articles of Agreement, Article IV, Sec. 5, particularly paragraph f. 

20. Ibid, Art. VII, —, 3. 

21. Ibid, Art. V, a 
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The second power of the Fund, to allow depreciation, for the 
reasons mentioned repeatedly through this paper, cannot be taken 
to be one of the Fund’s desired normal weapons. Neither can the 
third, since it clearly interferes with multilateral trade and payments, 

To the extent that a currency is prone to become scarce when 
the level of income and of international demand of a country is left 
to fall, and to the extent that by allowing restrictions against this 
country its foreign trade may be hurt quite severely, the Fund has 
some coercive power to induce members to avoid deep depression. 
Whether this is effective, since it will only produce an increase in 
the slump of the country allowing it originally, could be questioned, 
but undoubtedly it is more effective than no such clause at all. But 
there has been no similar weapon which the Fund can use to force 
members to deflate money prices and incomes. 

We are left, then, with the general question, which is no longer 
one of purely international economics, whether a country’s price 
level on the one hand, and its relative prices on the other, can be 
adjusted without injury to the level of employment. It is well known 
that the general Keynesian analysis runs in terms of given prices, 
and lately some of the attacks levelled against it have been on that 
score.22, Haberler points out that with completely flexible wages 
(and, he might have added, prices) unemployment equilibrium is 
impossible. Keynes therefore assumed money wages to be rigid on 
the downward side. If this happens to be true, underemployment 
equilibrium is of course possible both in the Keynesian and in the 
pre-Keynesian system. But, Haberler argues, with flexible wages 
and prices, underemployment becomes impossible, Keynesianism to 
the contrary notwithstanding. Keynes held that underemployment 
equilibrium might occur in the future because the ordinary way of 
overcoming it with flexible wages, i.e. through freeing M (trans- 
actions) balances and thus lowering the interest rate and raising 
investment, would not operate if the liquidity preference schedule 
were perfectly elastic or if investment demand for capital were 
completely unresponsive to changes in the interest rate. Haberler 
answers that you cannot safely deduce underemployment equilibrium 
from such a situation because, if wages and prices continued to fall, 
the consumption function probably would shift upwards as the real 
value of liquid assets increased.2? Though this argument appears 
plausible, it is not onesidedly borne out by what little empirical 


22. See, for example, E. S. Mason “Prices, Costs and Profits’, in Money, Trade and 
Economic Growth, in Honour of J. H. Williams; J. H. Williams ‘‘An Appraisal of 
Keynesian Economics’, Papers and Proceedings of the American Economic Association, 
W. A. Morton ‘“‘Keynesianism and Inflation’, Journal of Political Economy, June, 1951, 
and G. Haberler ‘‘The General Theory’, in The New Economics, S. Harris (ed.). 

23. See also A. C. Pigou, Lapses from Full Employment, p. 24, and M. Friedman, in 
“Rejoinder to P. Neff’, American Economic Review, 1949, p. 953. 








1953 
evidel 
ean b 
fectly 
as lo! 
tors 1 
] 
be efi 
nigh 
of th 
to in 
any 
be fe 
ered 
situa 


of 1 
US. 
coml 
sine 
and 
crite 
Eur 
by 1 
fore 
Oct 
cent 
and 
the 
con 
$12 
was 
So 1 
tio} 
pai 





mn, 
51, 





1953 PURPOSES OF THE I.M.F. 71 


evidence we have.24 But for the purposes of this article the dispute 
can be left unresolved, for as long as prices and wages are not per- 
fectly flexible the difficulties discussed will exist. In other words, 
as long as institutional arrangements make for non-competitive sec- 
tors in an economy, the argument developed here is a general one. 
It seems, therefore, doubtful whether a monetary deflation can 
be effected completely independently of the level of real income. It 
might, paradoxically enough, appear that one of the chief concerns 
of the Fund should be a matter it is not designed to regard at all: 
to increase the degree of competition in member nations. But at 
any rate, if monetary deflation, and monetary deflation only, cannot 
be forced on deficit countries as some inflation might be forced on 
ereditor countries, the Fund’s problem seems to be to decide in each 
situation which of its three primary objectives had best be foregone. 
An interesting case in point is Belgium. From the first half 
of 1949 to the first half of 1950 the dollar value of exports to the 
US. rose by $32 millions, but that to Canada and Latin America 
combined fell by $20 million.25 There had been severe unemployment 
since the end of 1948.26 This is attributed chiefly to sticky wages 
and rationalization in the coal industry. Belgium followed the Fund’s 
criterion of exchange stability more closely than most Western 
European nations, since it devalued by only 12 per cent instead of 
by the more prevalent 30 per cent. The banks, since 1946, had been 
foreed by the authorities to pursue a dear money policy until 
October, 1949, when bank rates were reduced from 34 to 34 per 
cent. It was held that aggregate effective demand was high enough, 
and that unemployment was caused by frictional distortions of 
the production pattern. But labour immobility was not thus over- 
come, so that unemployment rather increased. Imports fell by 
$12-15 millions after the small devaluation. Most of this decrease 
was for foodstuffs, for which the price elasticity is notoriously low, 
so that it is to be explained, not so much by the 12 per cent devalua- 
tion as by rising agricultural production. Thus Belgium apparently 
paid for a fairly stable exchange rate and a fairly stable balance of 
payments by a considerable degree of unemployment, which from 


24. The most exhaustive empirical study was made for the Board of Governors of 
the Federal Reserve Board of the United States by the Survey Research Center of the 
University of Michigan, and described by G. Katona in Psychological Analysis of Economic 
Bekaviour (New York, 1951) Ch. 8. His conclusions are not final: he finds the pro- 
portion of dissavers greater in each income group for those with large than those with 
small liquid assets. This could be explained by the Haberler-Pigou hypothesis. But he 
also finds that the proportion of spending units which saved more than 380 per cent of 
their income, was larger among large liquid asset holders than among small ones. So 
In some cases larger liquid assets appear to be associated with greater thrift, and in 
otiers just the reverse seems to be true. 

25. Polak, op. cit. 

— m1 Robertson, ‘‘Unemployment in Belgium, and Full Employment Policy’, Economica, 
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December, 1948, to September, 1950, averaged 8:5 per cent of the 
labour force.2? 


IV 


The International Monetary Fund has three general policy 
objectives: exchange rate stability, high national income levels and 
free multilateral trade and payments. These can be assumed to be 
absolutely compatible only if prices in each country are absolutely 
flexible and if, for policy purposes, they can be treated independently 
of the level of effective demand. As this condition is not fulfilled 
in the modern world, was not indeed completely fulfilled ever before, 
it depends on the degree in which it is fulfilled in any given situation 
how far these aims can be attained simultaneously or how far one 
has to be sacrificed for the other two. What has been said here 
cannot be taken to be a criticism of the Fund (except in one sense, 
to be treated below) since this incompatibility is inherent in the 
problem itself and would be much worse if the Fund did not exist 
to iron out at least short run disequilibria, and if the three goals 
were nevertheless deemed desirable. It was implicit in Keynes’s 
arguments for flexible exchange rates®® in 1924 and for a tariff in 
1930,2® and in much of the classical reluctance to tamper with the 
level of employment. 

The one objection which in this frame of reference can be made 
to the Fund is that it might be more effective if it were empowered 
to force members at least to attempt to undertake monetary deflation, 
as long as this did not impair the level of employment. That the 
range of effectiveness of such power would be limited has been stated. 
Yet, ‘‘can’t never did anything”, and some of the ocean of currency 
in which Europe was drowning after the war might have been dyked, 
thus making, if a figure of speech may be stretched, European 
economies less liquid and more solid. 

E. LERDAU. 
Auckland University College. 


27. Monthly Bulletin of Statistics, United Nations. 
28. J. M. Keynes A Tract on Monetary Reform, Ch. V. 
29. R. Harrod, ‘‘Keynes, the Economist”, The New Economics, p. 170. 
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STRIKES IN AUSTRALIA 


I. Introduction. 
II. Incidence. 
III. Impact on the National Economy. 
IV. Industrial Distribution. 
V. Duration. 
VI. Causes. 
VII. Methods of Settlement. 
VIII. Economic Loss. 
IX. Conclusions. 


I 


Although strikes have been a common feature of Australian 
industrial life for more than half a century, notwithstanding the 
provision of an elaborate system of arbitration for the settlement 
of industrial disputes, it appears that as yet very little of scientific 
value is known about the character of the strike problem in this 
country. During recent years some interesting investigations have 
been made into strikes in a number of other countries which show, 
amongst other things, that the character of strikes in those countries 
had been modified in several important respects, especially as regards 
their immediate causes, organization and conduct.! In view of these 
developments it will be of considerable interest to discover to what 
extent the character of strikes in this country has been modified 
over the years. Accordingly, it is proposed to analyse the statistical 
records of Australian strikes which are contained in the annual 
Labour Reports over the period for which these figures are available. 
It is readily admitted, of course, that these official statistics of strikes 
leave much to be desired from the investigator’s point of view.? 
None the less an analysis of this material, even in its present form, 
will help to increase our understanding of the nature and significance 
of the strike problem in this country. It should be noted in passing 
that in the official statistics the term ‘‘industrial disputes’’ is used 
but clearly these figures include only those disputes which result 
in stoppages of work. Hence in this analysis it is proposed to use 


1. See, for example, Hare, Industrial Relations in New Zealand (Whitcombe & Tombs, 
Wellington, 1946), chapter XI; Knowles, Strikes (Basil Blackwell, Oxford, 1952); and 
Ross and Irwin, ‘‘Strike Experience in Five Countries, 1927-47: An Interpretation” in 
Industrial and Labour Relations Review, Vol. 4, No. 8, April, 1951. 

2. The principal weaknesses of these statistics are briefly as follows: (a) The industry 
breakdown is not sufficiently detailed. (b) The overwhelming preponderance of strikes 
in Coal Mining in relation to other industries blurs the picture for industry as a whole 
as regards the duration, causes and methods of settlement of strikes. (c) There is a 
marked discrepancy over the period between the Commonwealth Statistician’s and the 
State Statistician’s estimates of the number of strikes in certain States, e.g. according 
te the Labour Reports there were 1,071 strikes in N.S.W. in 1948, but according to the 
N.S.W. Official Year Book there were 1,506 strikes in that year. There could be various 
reasons for this discrepancy but it seems probable that much of it is due to differences 
of definition of the term “strike”. 
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the term ‘‘strikes’’ although these figures will also include a few 
lockouts as well as some other unauthorized stoppages of work. 


II 


Table I gives figures of the number of strikes, establishments 
and workers involved, and working days lost in all industries in 
Australia in each year since 1913. Two important conclusions 








TABLE I 
Strikes and Working Days Lost, Etc., in all Industries in Australia 
1913-1951 
Year | Number | Btghthfmenta]|  Workors | Working Days | et, Tam 
(000) (000) £(000) 
1913 208 921 50 624 288 
1914 337 1,203 71 : 1,090 551 
1915 358 942 81 583 300 
1916 508 1,536 171 1,679 968 
1917 446 1,941 174 4,600 2,595 
1918 298 1,154 56 581 372 
1919 460 1,713 158 6,308 3,952 
1920 554 2,104 156 1,872 1,224 
1921 624 888 165 966 757 
1922 445 1,447 116 859 752 
1923 274 885 76 1,146 1,276 
1924 504 941 152 919 918 
1925 499 906 177 1,129 1,108 
1926 360 813 113 1,310 1,416 
1927 441 944 201 1,714 1,677 
1928 287 804 96 777 775 
1929 259 926 105 4,461 4,570 
1930 183 695 54 1,511 1,592 
1931 134 616 38 246 228 
1932 127 372 33 212 166 
1933 90 195 30 112 95 
1934 155 1,061 51 370 318 
1935 183 257 47 495 391 
1936 235 320 61 497 469 
1937 342 483 96 557 507 
1938 376 558 144 1,338 1,304 
1939 416 505 153 459 456 
1940 350 899 193 1,507 1,716 
1941 567 1,540 248 984 1,000 
1942 602 745 169 378 456 
1943 785 4,481 296 990 1,154 
1944 941 1,192 276 913 1,112 
1945 945 1,648 316 2,120 2,567 
1946 869 1,882 349 1,948 2,290 
1947 982 3,058 327 1,339 1,898 
1948 1,141 2,082 317 1,663 2,299 
1949 849 3,984 265 1,334 2,612 
1950 1,276 9,122 431 2,063 4,166 
1951 1,344 6,676 409 873 2,256 




















Source: Labour Reports and Quarterly Summaries. 
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emerge from an examination of the data in this table. Firstly, the 
incidence of industrial strife conforms to a marked cyclical pattern. 
The number of strikes, ete., shows a definite tendency to increase 
during periods of high and full employment and to decrease during 
periods of under-employment. Thus the number of strikes increased 
markedly during and immediately after World War I, but decreased 
during the economic recession of the early twenties. Recovery during 
the following five years was accompanied by a moderate increase in 
industrial strife, but again with the decline in economie activity 
after 1927 there was a substantial reduction in the number of strikes. 
As the economic depression deepened after 1930 the number of 
strikes declined sharply, reaching an all-time low in 1933. Improved 
economie conditions in the following year were again accompanied 
by an increase in industrial strife. The upward trend in economic 
activity and industrial strife has been almost continuous ever since, 
and with full employment since the end of World War II the 
number of strikes has risen to record high levels. Given a state of 
bad industrial relations this cyclical pattern of strike activity is 
perhaps only to be expected since the bargaining power of labour 
increases in good times and decreases in bad times. 

The second important conclusion which emerges from an 
examination of the data in this table is that, notwithstanding the 
record increase in the number of strikes since the end of World 
War II, the number of working days lost in each of these years falls 
far short of the number lost in each of the major industrial upheavals 
of 1917, 1919 and 1929. Thus, although strikes are now far more 
frequent than in earlier years, they are far less damaging to the 
national economy in terms of aggregate working time lost. 


III 


The foregoing conclusions have been derived from figures 
relating to numbers of strikes and working days lost, etc., but these 
aggregates by themselves will give only a rough indication of the 
impact of strikes on the national economy. A more precise measure 
may be obtained by relating the number of strikers to the total 
number of workers in industry. The following table gives the 
number of strikers as a percentage of the total number of wage and 
salary earners (excluding rural, household domestic and members 
of the defence forces) since 1939. 

The figures in this table show that the incidence of strikes in 
this country increased very considerably during the war years and 
then decreased somewhat in the post-war period, but even so has 
been heavier since the war than before it. It is also interesting to 
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TaBLeE IT 
Strikers as a Percentage of Total Wage and Salary Earners) 

1939-1950 

Year Including Mining Excluding Mining 

1939 8-8 0-9 

1941 | 13-0 5-7 

1942 8-9 3-1 

1943 15-5 7-9 

1944 14-5 6-3 

1945 16-5 6-4 

1946 16-6 9-0 

1947 14-4 6-1 

1948 13-4 5-1 

1949 10-8 4-9 

1950 16-9 10-2 











Source: Labour Reports and Monthly Reviews. 
(a) Excludes rural, household domestics and members of defence forces, 


observe that these conclusions are not materially affected by the 
exclusion of the mining figures from these calculations. From avail- 
able comparative international studies of strikes it would appear 
that the impact of strikes on the national economy is rela- 
tively heavier in Australia than in several other countries for which 
comparable data are available. For example, it has been estimated 
that over the twenty years from 1927 to 1947, 66 out of every 1,000 
non-agricultural workers in Australia were on strike on average 
each year compared with only 32 in the United States, 25 in the 
United Kingdom, 23 in Canada and 16 in Sweden.’ It is also worth 
noting that the incidence of strikes in these other countries also 
increased during the war years and has generally speaking remained 
higher since the war than before it. 


IV 


What is true of industry as a whole in this respect may not, 
however, be true of the situation in particular industries. Hence 
some consideration must now be given to the incidence of strikes 
as between different industries. Table III below gives the percentages 
of strikes and working days lost on account of strikes in various 
Australian industries since 1913. For purposes of convenience and 
analysis the data have been combined into sub-periods which more 
or less correspond with periods of different economic and social 
conditions since 1913. 

The most interesting fact as revealed by the data in the first 
part of this table is the heavy concentration of strikes in five key 


3. Ross and Irwin, op. cit. 
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TaBLe ITI 
Percentage of Strikes and Working Days Lost in Various Industries 
1913-1950 
Food Railways 
, _ Metal Water- . All other 
Year Mining (a) Trades front (b) _— ve... Industries Total 
Strikes 
1913-1918 49-6 6-0 6-5 5-7 7-3 24-9 100 
1919-1922 65-4 2-8 7-4 4-6 3°5 16-3 100 
1923-1926 73°2 4:0 4:8 2-8 1-7 13-5 100 
1927-1930 69-5 5-3 5-9 2-7 1-7 14-9 100 
1931-1934 65-2 2-8 3-2 5-8 0:8 22-2 100 
1935-1939 80-4 5-5 2-1 2-2 0:3 9-5 100 
1940-1945 72-9 10-8 2-1 4-0 1:7 8-5 100 
1946-1950 79-9 3-1 6-9 2-4 2-0 5-7 100 
1913-1950 70-9 5-6 5-1 3°5 2°5 12-4 100 
Working Days Lost 

1913-1918 42-5 8-9 | 15-2 2-7 | 11-9 18-7 100 
1919-1922 38-9 2-9 30-0 2-6 1-8 23-8 100 
1923-1926 68-4 10-1 | 5-5 2-4 4-3 9-3 100 
1927-1930 60-6 2-2 5-8 1-0 2-7 27-9 100 
1931-1934 65-9 4:3 | 1-4 4:3 2-3 21-8 100 
1935-1939 61-6 20-0 | 5-7 8-6 0-2 3-9 100 
1940-1945 47-8 22-7 2-9 5-1 1:7 19-8 100 
1946-1950 29-2 14-0 | 10-9 8-4 30-2 7°3 100 
1913-1950 47-6 10-1 | 12-7 3-8 8:4 17-4 100 























(a) mainly coal mining, (b) including shipping. 
Source: Labour Reports. 


industries, but more particularly in the mining industry (prin- 
cipally coal mining). Over the period as a whole, mining accounted 
for over 70 per cent of the total number of strikes; engineering 
only about 6 per cent; the waterfront about 5 per cent; food and 
drinks 3-5 per cent; and railways and tramways 2:5 per cent; 
while all other industries contributed only about 12 per cent, or 
one-eighth of the total number of strikes. It is also worth noticing 
that the proportion of strikes in mining shows a definite upward 
trend over the whole period, and in the years since the end of 
World War II rose to a record high figure of nearly 80 per cent of 
the total. The proportion of strikes in the railways and on the 
waterfront has also risen in recent years but the figures for these 
two industries are not now as high as they were in earlier years. 
The figures for food and drink, ete., rose during 1940-45 but have 
fallen back again in more recent years. Contrasting with the 
increases in the incidence of strikes in these industries, there has 
been a downward trend in all other industries over the whole 
period with the exception of the depression years. Since the end of 
World War II this group of industries has accounted for less than 
6 per cent of the total number of strikes. 
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An examination of the data relating to the industrial distribu- 
tion of working time lost in the second half of Table III also reveals 
some interesting facts. Taken over the period as a whole, strikes in 
mining were responsible for nearly half of the total number of 
working days lost; engineering, about one-tenth; the waterfront, 
about one-eighth; the railways, only about one-twelfth; and all other 
industries slightly more than one-sixth of the total. These propor- 
tions have fluctuated considerably with each industry during dif- 
ferent periods over the past 38 years. The proportion of time lost 
in mining, for example, was greater during the inter-war period 
than was the case during or immediately following the two wars. 
In recent years, however, the figure for mining has been lower than 
at any other time. By contrast, the proportion of working days lost 
has risen sharply in recent years in the railways and on the water- 
front. The proportion in engineering rose steeply after the depression 
and during the war, but shows a decline in the post-war period. 
Even so, it is still well above the average for the period as a whole. 
The figure for food and drink, ete., rose to record high levels for 
that industry during 1940-45 but has declined since then. The post- 
war figure is, however, still above the average for the period as a 
whole. The figures for all other industries also show a decline in 
the years since the end of the last war, being well below the average 
for the whole period. It should perhaps be pointed out that because 
the figures relating to working days lost are influenced by the 
number of workers involved as well as by the number and duration 
of the strikes, these figures will not, of course, give a valid indication 
of the severity of strikes as between the various industries. 

These facts clearly demonstrate that the strike problem in this 
country is very largely confined to coal mining and to a lesser extent 
to four other key industries, namely the metal trades, waterfront, 
food and drink, ete., and the railways and tramways. Over the past 
thirty-eight years these five industries have accounted for no less 
than five-sixths of the total number of strikes and more than four- 
fifths of the total number of working days lost. This immediately 
raises the question as to why strikes should persistently occur in 
certain industries rather than in others, but a consideration of the 
various factors involved would extend far beyond the scope of this 
paper. 


Vv 


Mention has already been made of the fact that although the 
number of strikes had increased very substantially in recent years, 
the total number of working days lost in these years was not as large 
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as in some of the earlier years. This indicates that the average dura- 
tion of strikes is now shorter than in those earlier years. An analysis 
of the duration of strikes over a period of years should therefore 
throw further light on the character of the strike problem in this 
country. Table IV below gives percentage figures of the number of 
strikes and working days lost according to the duration of strikes 
for all industries from 1913 to 1950. 


TABLE IV 


Percentage of Strikes and Working Days Lost According to 
Duration of Strikes in All Industries, 1913-1950 






































2 Days and | Over 2 Days| 1 Week and 
, 1D . 4 Weeks 
Year and ll _— * — —— _ — and over Total 
1 | 
Strikes 
1913-1918 33-3 12-2 | 19-9 22-0 12-6 100 
1919-1922 41-6 12-9 | 17-4 19-2 8-9 100 
1923-1926 40-2 14-0 | 16-6 19-5 9-7 100 
1927-1930 41-8 12-1 | 17-4 20-6 8-1 100 
1931-1934 37-4 13-4 21-9 20-8 6-5 100 
1935-1939 45-4 16-7 17-6 14-9 5-4 100 
1940-1945 58-2 14-4 13-6 11-8 2-0 100 
1946-1950 65-3 13-3 11-7 7°79 2-0 100 
1913-1950 50-5 13-6 15-4 15-0 5-5 100 
Working Days Lost 

1913-1918 2-0 1-3 | 3-4 14-2 79-1 100 
1919-1922 2-2 1-3 | 2-9 13-4 80-2 100 
1923-1926 4-8 3°1 5-4 22-2 64-5 100 
1927-1930 1-9 0-9 2-2 12-5 82-5 100 
1931-1934 5-6 3-4 15-2 39-4 36-4 100 
1935-1939 7°3 4-2 8-3 20-2 60-0 100 
1940-1945 12-0 5-7 10-0 32-7 39-6 100 
1946-1950 11-7 3°5 11-1 20°3 53-4 100 
1913-1950 26 -6 5-9 19-1] 66-8 100 








Source: Labour Reports. 


An examination of the data in this table brings to 
light some interesting facts. Firstly, the majority of strikes 
in this country are very short-lived indeed. Over the past 
thirty-eight years 50°5 per cent of the total number of 
strikes have lasted only a day or less, 29 per cent for more than 
a day and less than a week, 15:4 per cent for a week to a month, 
and only 5:5 per cent for more than a month. Secondly, there 
have been some important changes in these percentages over the 
period. With the exception of the depression years from 1931-34, 
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the proportion of strikes of a day or less has increased continuously 
over the years, and in 1946-50 was almost double what it was in 
1913-18. The proportion of strikes lasting from a day to two days 
has remained fairly steady except for a rise during World War II. 
In contrast, the relative importance of strikes lasting for more than 
a week has decreased over the years, more especially is this the 
case in regard to strikes lasting for more than a month. These pro- 
portionate shifts in the relative importance of the various classes 
of strikes have not, however, been due merely to the spectacular 
increase in the absolute numbers of very short-lived strikes of a 
day or less. The actual number of long-drawn-out strikes shows 
a substantial decline over the years. For example, during the 
period 1919-22 there were on average, each year, 100 strikes lasting 
from a week to a month, and 47 strikes of more than a month’s 
duration, but during the period 1946-50 the average annual numbers 
of strikes in these classes had fallen to 79 and 20 respectively. 
Thirdly, the long-drawn-out strikes are by far the most important 
causes of economic loss as measured by the number of working 
days lost. Over the period as a whole, strikes lasting for more than 
a month (only 5:5 per cent of the total number of strikes) have 
been responsible for 66-8 per cent of the total number of working 
days lost, and those lasting from a week to a month (15 per cent 
of total strikes) for 19:1 per cent of lost working time. By com- 
parison the economic loss occasioned by the very numerous short- 
lived and intermediate classes of strikes has been relatively insig- 
nificant. Thus, strikes lasting for less than a week (comprising 78-5 
per cent of the total number of strikes) accounted for only 14 per 
cent of the total number of working days lost. Strikes lasting for 
only a day or less (65°3 per cent of the total) accounted for only 
5°6 per cent of the working time lost. However, the proportion of 
working time lost through strikes of a day or less has increased 
very considerably from 2 per cent in 1913-18 to 11:7 per cent in 
1946-50. 

This increase in the incidence and importance of minor strikes 
is an important development, but it must be emphasized that it is 
not possible to determine from the available statistics how far it is 
typical of industry as a whole or how far it merely reflects the 
situation in a particular industry or group of industries. Unfor- 
tunately, the official statistics relating to the duration of strikes in 
this country are for industry as a whole only; no figures are available 
for individual industries. However, it is known that stoppages of 
work for a day or less are very numerous on the coal fields. In 
view of the fact that more than 70 per cent of all strikes occur in 
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this industry, it would appear that this increase in the incidence 
and importance of minor strikes is in no small measure a reflection 
of the situation on the coal fields. On the other hand, minor strikes 
are by no means uncommon in various other industries. For example, 
on February 5th of this year (1952) 200,000 workers in the metal 
trades throughout Australia struck for 24 hours in protest against 
the decision of Federal Conciliation Commissioner J. M. Galvin 
not to increase their marginal rates of pay. Again on September 30th 
workers on the waterfront staged a 24 hours strike by way of 
protest against the small amount of attendance money granted to 
them by the Arbitration Court. Many other examples of one day 
stoppages of work in various other industries for a variety of 
different reasons could also be quoted. Thus, although it is not 
possible to determine by statistical means to what extent these 
minor strikes are typical of industry in general, the indications 
are that this form of strike is by no means confined to the coal 
mining industry alone but has also become quite common in other 
industries in which strikes usually occur. More especially is this 
likely to be the case since the same general tendency towards an 
increase in the incidence of minor strikes is also evident in various 
other countries.* 


VI ~ 


An analysis of the recorded causes of strikes should also help 
. cask, 5 aE . . 
to throw further light upon the character and significance of the 
strike problem in this country. Table V gives the average number 
of strikes due to various immediate causes since 1913. 


Three main points emerge from an examination of the data in 


this table. Firstly, wage issues, employment of particular classes 
of persons and working conditions, have always been the commonest 
causes of strikes in this country. Over the period as a whole, wage 
issues accounted for 24:9 per cent of the total number of strikes, 
employment of particular classes of persons 24:0 per cent, and 
working conditions 22:2 per cent. The only other sizeable item was 
the miscellaneous causes which accounted for 17:5 per cent of the 
total, but it would appear that many of the stoppages of work which 


have been included in these returns are really not strikes at. all, / 


According to an official statement this classification ‘‘has been 
accepted to meet various sets of circumstances which mainly arise 
in connection with stoppages which are not concerted movements 
and include, among others, the following: (a) During the course 
of a meeting of miners, the wheelers return their horses to the 


4. Knowles, op. cit., p. 313; Ross and Irwin, op. cit., p. 333. 
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TABLE V 
Causes of Strikes, 1913-1950 
































Trade Working, . 
, Tri Employ- ra Sym- Miscel- 
Years Wages Hours bea ment (a) —— pathy laneous Total 
! 
Average Annual Number " 
1913-1918 134 13 | 30 78 67 * 15 22 359 
1919-1922 175 19 | 36 144 103 7 37 518 
1923-1926 114 11 29 108 80 10 59 409 
1927-1930 64 9 22 98 45 8 48 293 
1931-1934 36 + 7 47 17 3 14 127 
1935-1939 96 9 40 108 80 6 51 388 
1940-1945 151 15 44 173 165 18 149 715 
1946-1950 192 17 53 178 287 24 269 1,023 
1913-1950 121 12 31 117 108 12 85 486 
Percentages 

1913-1918 37-3 3°5 8-3 21-7 18-8 4-3 6-1 100 
1919-1922 33-6 3°6 6-9 27-7 19-7 1-4 7-1 100 
1923-1926 27-7 2-6 7-0 26-3 19-6 2-5 14-3 100 
1927-1930 21-9 2-9 7°5 33-5 15-2 | 2-7 16-3 100 
1931-1934 28-0 3:4 §-2 37-0 13-2 1-9 11:3 100 
1935-1939 24-7 2-4 10-4 27-5 20°5 | 1-4 13-1 100 
1940-1945 21-1 2-1 6-1 24-2 23-2 2-5 20°8 100 
1946-1950 18-9 1-7 5-2 17-4 28-2 2-3 26-3 100 
1913-1950 24-9 2-5 6-4 24-0 22-2 2-5 17-5 100 





(a) Employment of particular classes of persons. This category includes protest strikes 
over the dismissal of workers who are considered to have been unfairly treated or victimized. 


Source: Labour Reports. 


stables and leave the colliery, (b) disputes (not necessarily con- 
nected with industrial matters which the employer cannot control) 
arise between wheelers and clippers, or any two sets of workers, and 
sufficient workmen are not available to work the mine to its full 
eapacity’’.® The rémaining causes of strikes have been relatively 
insignificant; hours and sympathy issues each amounted to only 
2-5 per cent of the total, and trade unionism matters only 6-4 per cent. 

Secondly, except for the depression years of 1931-34, there has 
been a steady decline in the relative number of strikes over wages. 
It is, however, important to notice that this has not been due to a 
reduction in the actual number of strikes over wages, but to a 
relatively greater increase in the number of strikes over other 
issues. In fact, the actual number of strikes over wages was some- 
what higher during the war and post-war years of the second World 
War than was the case during the same periods of the first World 
War. Contrasting with this there has been a marked increase in 
the number of strikes over working conditions and miscellaneous 
issues. Strikes over the employment of particular classes of persons 
also increased during World War II and have since remained at a 
high figure, while strikes over trade unionism and hours have also 
increased somewhat in recent years. 


5. Labour Report 1947, No. 36, p. 180. 
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Thirdly, the data in Table V demonstrate that purely economid, 
factors such as wages and hours are not, as is commonly supposed, 
the most important causes of industrial strife. Numerically speak- 


ing, matters relating to employment, working conditions and various / 


miscellaneous factors are very much more important causes of 
industrial friction. Over the period as a whole these non-economic 
factors accounted for about 66°2 per cent of the total number of 
strikes, whereas the purely economic factors (wages and hours) 
accounted for only 27:4 per cent, the remaining 6:4 per cent being 
on account of trade union factors (including sympathy strikes). 

It would appear from these facts that the elaborate and com- 
prehensive system of arbitration which has developed in this country 
over the past half-century has not succeeded in reducing the number 
of strikes from any of the causes listed in the official statistics. This 
is not to say that arbitration has not reduced the number of strikes 
which would have occurred in the absence of arbitration. There is, 
of course, no way of proving or disproving claims of this nature. 
The preceding analysis does suggest, however, that for industry 
as a whole, arbitration has been more successful in retarding the 
increase in the number of strikes over wages and hours issues than 
has been the case with the other main causes of strikes. This is, of 
course, hardly surprising since it would appear that matters relat- 
ing to the employment of particular classes of persons and working 
conditions can only be adequately dealt with by management and 
by efficient and dynamic Departments of Labour. If this be the 
case, then better methods of labour management and better Depart- 
ments of Labour would reduce the incidence of industrial strife 
arising from this source much more than would any streamlining 
of the arbitration system. 

It must be emphasized, however, that these conclusions regarding 
the causes of strikes have been derived from data for industry as 
a whole, and because of this, they must be regarded as being of a 
tentative nature only. It will be recalled that the analysis of the 
incidence of strikes in particular industries showed that to an 
increasing extent the great majority of strikes were becoming con- 
centrated in a few main industries but more particularly in coal 
mining. This being the case, the figures for industry as a whole 
will be unduly influenced by the characteristics of strikes on the 
coal fields. The above conclusions regarding the cause of strikes 
will therefore be valid for industry as a whole only so long as strikes 
in all industries possess broadly similar characteristics to strikes on 
the coal fields. This, however, is by no means certain, and hence 
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any conclusions based on these aggregate figures alone can only be 
accepted with reservations. 


strikes after they have broken out. 


VII 


If, however, arbitration has succeeded in confining an increasing 
fmajority of the strikes to the traditionally strike prone industries, 
‘it has not succeeded in preventing a substantial increase in the 
aggregate number of strikes. In view of this, it will be of considerable 
interest to enquire how far arbitration has succeeded in settling 


Here again the only figures 


available are for industry as a whole, and because of this the con- 
clusions can be no more than a first approximation. The following 
table gives figures of the numbers and percentages of strikes which 
have been settled under arbitration acts and by various other 


methods since 1913. 











TABLE VI 
Methods of Settlement of Strikes : 1913-1950 
Und 
Years Negotiation Industrial Substitution oe a. Total 
Average Annual Number 
1913-1918 249 30 20 4 56 359 
1919-1922 377 37 16 5 83 518 
1923-1926 216 24 6 1 156 403 
1927-1930 167 23 8 4 85 287 
1931-1934 83 14 3 2 22 124 
1935-1939 231 15 4 1 59 310 
1940-1945 392 83 1 0 219 695 
1946-1950 367 117 1 0 536 1021 
1913-1950 268 46 7 2 158 481 
Percentages 

1913-1918 69-4 8-3 5°5 1-1 15-7 100 
1919-1922 72-9 7-2 3-1 0-9 15-9 100 
1923-1926 53-6 5-9 1-4 0-2 38-9 100 
1927-1930 58-1 8-1 2:7 1-5 29-6 100 
1931-1934 66-5 11-4 2-6 1-6 17-9 100 
1935-1939 74-5 4-8 1-2 0-5 19-0 100 
1940-1945 56-4 12-0 0-1 0-5 31-5 100 
1946-1950 35-9 11-5 0-1 0-0 52-5 100 
1913-1950 55-7 9-6 1-5 0-4 32-8 100 























N.B.: Because the figures in this table refer to the settlement of strikes they will not 
necessarily agree with the figures in previous tables which refer to the number of strikes 


f/ 


played only a very minor role in the settlement of strikes over the 
eriod as a whole; less than 10 per cent of the total number of 


occurring in particular years. 
Source: Labour Reports. 


It is apparent from the data in this table that arbitration has 
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be strikes have been settled by arbitration, whereas about 56 per cent 
have been settled by direct negotiation between the parties. Settle- 
ments by means of substitution (i.e. replacing striking workers by 
new hired hands) and closing down plants have accounted for onl 





ng about 2 per cent of the total. Settlements by ‘‘other’’ methods have\, 
S, been responsible for about 33 per cent of the total. In recent years, | 
he however, the number of strikes which have been settled by arbitration — 
le has increased both absolutely and relatively, but even so they still 
ng constitute only a small proprotion (about 12 per cent) of the total. 
8 Settlements by negotiation have increased numerically but not pro- 
= portionately, but settlement effected by substitution and closing 
2 down plants have now become very rare indeed. In recent years, 
¢ 


however, there has been a very rapid increase in the number of 
settlements by ‘‘other’’ methods. It would appear that this increase 
‘‘other’’ methods is largely a reflection of the growing incidence of 
short-lived strikes to which attention has already been drawn. The 
settlement of the numerous work stoppages of a day or less in the // 
coal fields and the one-day protest stoppages in the metal trades/ j 
and on the waterfront which are effected simply by the workers con- /} 
wih cerned returning to work on the following day would, of course, ce 4 / 
included in this category. 
This apparent failure of the arbitration system to settle mor 
than a mere fraction of the strikes is doubtless due to a variety of\ 
factors. Partly it is due to the nature of many of the strikes, 
ie. one-day stoppages, etc., which are settled in the manner just 
described. Partly, too, it is due to the fact that the various industrial 
tribunals usually refuse to hear claims of striking workers on the 
grounds that strikes by unions which are registered under arbitra- 
tion law are illegal. Lack of adequate conciliation machinery could 
also be a contributing factor. And finally, perhaps, the parties con- 
cerned probably find it more convenient to negotiate directly than 
through the elaborate machinery of the arbitration system. But 
whatever the reasons, the above analysis indicates that arbitration 
has not succeeded either in preventing an increase in the incidence 
of strikes or in settling more than a small proportion of strikes. 
Unfortunately, no statistical information is available to show to 
pe what extent arbitration has been able to settle disputes which did 
ikes not result in strikes, but it is known to have had some success in 
this direction.® 








6. For example, in recent years in Western Australia the Arbitration Court has A 

has succeeded in settling a good deal of industrial trouble before stoppages of work occurred. i 
Instead of waiting for disputes to be brought before it, the Court, when it knew trouble 
the was brewing in an undertaking, would arrange for a conference of the parties concerned, 
with the result that many differences were ironed out on the spot. This policy was insti- 
of tuted by ex-President Dunphy, now a Judge of the Federal Arbitration Court. At first 


the Court itself undertook this conciliation work but subsequently a special Conciliation 
Commissioner was appointed to ensure a continuance of these activities. 
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There is a widespread belief that strikes are a major cause of 
economic loss. It is true, of course, that strikes do cause a great 
deal of loss and inconvenience to the community, more especially in 
a country like Australia where the industries in which strikes mainly 
occur occupy an unusually prominent position in the national 
economy. But the nature and extent of the loss resulting from 
strikes is frequently misunderstood or exaggerated; partly because 
it is not generally understood that there are various other important 
causes of social and economic waste such as industrial accidents 
and high labour turnover, and partly because it is not possible to 
obtain any precise measure of economic loss caused by strikes.? 
Figures showing the loss in wages are available, but this gives only 
one part of the total loss. No information is available to show the 
loss suffered by the owners of industry in the form of maintenance, 
depreciation and other overhead costs on idle plant and equipment. 
Nor is there any way of measuring the inconvenience inflicted on 
other industries and the public generally. Sometimes figures are 
quoted which show the loss in production in certain industries as 
a result of strikes, but these figures can be misleading since quite 
frequently this loss may be made good after the strikers have 
returned to work. More especially is this likely to be so in cases 
where the settlement of the dispute results in the elimination of 
a source of friction and ill-will on the job. 

Although it is not possible to measure the total amount of 
economic loss caused by strikes, some indication of their relative 
importance in this respect may be obtained by reference to the 
statistics of working time lost. On the basis of the number of man-days 
of idleness several observations may be made regarding the economic 
loss caused by strikes. Firstly, strikes now cause less economic 
loss than in earlier years. Mention has already been made of the 
fact that, notwithstanding the record increase in the number of 
strikes in recent years, the number of working days lost is now 
still well below the number lost during the industrial upheavals 
of 1917, 1919 and 1929. 

Again, in 1950 more than 2,000,000 man-days were lost through 
strikes, the highest figure since the end of the last war, but it will 
no doubt come as a surprise to many to learn that this is less than 
the loss in working time which results from a single Australia-wide 
public holiday. 

Finally, strikes are a very much less serious cause of economic 
loss, in terms of man-days of idleness, than are some other forms 


MAY 


7. For a discussion on the economic loss due to strikes see Knowles, op. cit., pp. 262-286. 
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of industrial waste such as, for example, industrial accidents. 
Although there is as yet no satisfactory statistical record of industrial 
accidents in Australia some indication of the seriousness of this 
problem may be obtained by reference to the situation in certain 
other countries. Thus, in the United States of America 726,000,000 
man-days were lost through industrial accidents during the five 
years 1946 to 1950 compared with only 528,000,000 man-days lost 
through strikes during the twenty-three years 1928 to 1950. The 
situation is even worse relatively speaking, in New Zealand, where 
4,800,000 man-days were lost through industrial accidents in the 
five years 1946 to 1950 compared with only 2,000,000 man-days lost 
through strikes during the thirty years 1921 to 1950. These facts 
should give us much food for thought, since there is no reason for 
believing that the economic waste, to say nothing of the grievous 
loss of life and limb, which is caused by accidents in industry, is 
any less serious in Australia than in these two countries. 

' This is not to say, of course, that the economic loss which is 
caused by strikes is not serious, but merely that it is usually over- 
rated while other more serious causes of industrial waste are fre- 
quently overlooked altogether. It must be emphasized, however, 
that the economic loss resulting from strikes is not by any means | 
identical with the loss resulting from bad industrial relations of 
which strikes are but a symptom. It is now generally recognized 
by all close students of industrial relations that the economic loss 
due to such other forms of industrial unrest as slackness on the 
job, absenteeism, and high labour turnover is far more serious than 
that which is due to strikes alone. 


IX 

From the preceding analyses it is now possible to establish 
several important conclusions regarding the character and signi- 
ficance of the strike problem in this country. 






(1) Strikes show a marked tendency to increase in times 0 
full employment and to decrease in times of under-employment. 
Since the end of the last war there has been a record increase in 
the number of strikes, there being on average about three times as 
many strikes a year as in the pre-war period. 

(2) The impact of strikes on the national economy (as measured 
by the proportion of the non-agricultural workers on strike) appears 
to be heavier in Australia than in several other industrialized 
countries. For example, over the period 1927-1947, 66 out of every 
1,000 non-agricultural workers in Australia were on strike on 
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average each year as against only 32 in the United States, 25 in 
the United Kingdom, 23 in Canada and 16 in Sweden. 

(3) There are now fewer major strikes and long-drawn-out 
fins of strength than in former years. Thus, during World War I 
2 per cent of the total number of strikes lasted from a week to 
less than a month, and 12°6 per cent for a month or more, but since 
World War II these proportions have fallen to only 7:7 per cent 
and 2 per cent respectively. And of the 1,276 strikes which occurred 
in 1950 only 20 lasted for a month or more compared with 54 out 
of a total of 554 in 1920. Contrasting with this, the number of 
minor strikes of only a day or less has risen very rapidly from 
one-third to two-thirds over the same period. Although these minor 
strikes are known to be very numerous on the New South Wales 
coal fields, this form of strike is by no means confined to that 
industry, but is also becoming more frequent in various other 
industries, particularly on the waterfront and in the metal trades. 

Thus the vast majority of strikes in this country are now very 
short-lived indeed. Frequently many of these minor strikes take 
the form of spontaneous stoppages by workers on the spot, usually 
for the purpose of drawing attention to particular grievances relat- 
ing to their work situation and without the prior knowledge or 
consent of their unions. Again, many of these minor strikes take 
the form of mere demonstrations of force, or organized protests, 
in which case they are usually organized and controlled by the 
unions concerned. In contrast, resort to major strikes as a weapon 
of industrial bargaining and involving widespread and prolonged 
shutdowns of industry has now become very rare indeed. 

(4) Strikes have, to an increasing extent, become concentrated 
in a few traditionally strike prone industries, but more particularly 
in coal mining. The proportion of strikes occurring in this industry 
increased from about 50 per cent during World War I to 80 per 
cent since the end of World War II. The other traditionally strike 
prone industries are the waterfront, the metal trades, food and 
drink (mainly meat processing), and to a lesser extent the railways 
and tramways. The proportion of strikes in all other industries 
declined from 25 per cent during World War I to only 6 per cent 
since the end of World War II. 

(5) There has been a marked decrease in the proportion of 
strikes caused by economic factors, such as wages and hours and by 
trade union matters. The proportion of strikes caused by the 
employment of particular classes of persons has also decreased. 
The increase in number of strikes has been mainly due to disputes 
over working conditions and miscellaneous factors. 
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(6) The majority of strikes have been settled by direct nego 
tiation between the parties concerned, while only a small proportio 
(less than 10 per cent) has been settled by arbitration. It shoul 
be emphasized, however, that these figures refer to the settleme 
of strikes only, and take no account of the disputes which have b 
settled before reaching the advanced stage of a strike. N.B.: B 
the majority of strikes occur on the coal fields, these conclusions 
regarding the duration, causes and methods of settlement of strikes 
will not necessarily give a valid indication of the situation in 
industries other than coal mining. 

(7) It is not possible to obtain any precise measure of the 
total amount of economic loss caused by strikes. If, however, the 
number of man-days of idleness be used as an indicator, then it is 
interesting to observe that (a) because of the shortening of the 
average duration of strikes, the resulting amount of economic loss 
is now less than in earlier years; (b) the annual loss due to strikes 
is usually less than that which is lost through a single Australia- 
wide public holiday; and (c) figures for certain other countries 
show that strikes are a far less serious cause of economic loss than 
are industrial accidents. 

(8) The above facts clearly demonstrate that the strike pro- 
lem in this country has been modified in several important respects 
over the past forty years. This is indeed an important development 
since it suggests that a process of accommodation between Capital 
and Labour is slowly but surely taking place. The same general 
tendencies are also evident in the strike activity in various other 
countries and are doubtless due to much the same general causes 
in each case, such as, for example, rising living standards of industrial 
workers, increased provision of social security benefits with the 
emergence of the welfare state, improved methods of industrial 
bargaining, together with more adequate machinery for the settle- 
ment of industrial disputes, changes in the strategy of strikes, and 
last but not least, a growing maturity and sense of social respon- 
sibility of many union leaders. But whatever the reasons, it is 
clear that the strike problem in this country is now a very different 
affair from what it was thirty or forty years ago. 


D. W. OXNAM. 








The Australian National University. 
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NEWS AND NOTES 


The Executive of the Australian and New Zealand Association 
for the Advancement of Science has decided to hold a Congress at 
Canberra during the week of 13th to 20th January, 1954. The 
Local Organizing Committee for Section G has begun to prepare 
a programme for the Section meeting, but will be glad to receive 
further offers of papers on suitable subjects within its field. Anyone 
wishing to offer a paper for presentation to Section G, or to obtain 
information relating to the meeting of Section G, is asked to write 
to the Honorary Secretary, Section G, A.N.Z.A.A.8., ¢/o Canberra 
University College, Canberra, A.C.T. Other requests for information 
about the Congress should be addressed to Dr. C. Barnard, ¢/o 
C.S.1LR.O., Box 109, P.O., Canberra City, A.C.T. 


A grant of £1,000 has been made by the Department of National 
Development to the head of the Economics Department of the 
University of Western Australia (Professor F. R. E. Mauldon) to 
organize a research project into the development of the South-West 
of Western Australia. Preliminary investigation will lead to (i) a 
review of the capacity of the region to provide increased production 
of primary resources, (ii) an estimate of investment over a period 
of years to permit the required level of development, (iii) an 
examination of public utilities, service industries and amenities 
required to enable the region to function efficiently when developed, 
taking into account the likely industrial developments in the growing 
metropolitan area of Perth-Fremantle. The research will be con- 
ducted by Mr. A. M. Kerr, M.A., B.Se. (Eeon.), assisted by Mr. R. 
W. Peters, B.A. (Hons.). 


BRANCH SECRETARIES 


Victorian Branch :—Mr. D. M. Hocking, ¢/o Economies Depart- 
ment, University of Melbourne, N.3. 


New South Wales Branch :—Mr. E. J. Thompson, ¢/o M. L. & C. 
Ass. Co. Ltd., 46 Martin Place, Sydney, New South Wales. 





Western Australia:—Mr. W. P. Mark, e/o Employers’ Federa- 
tion, Box No. P1225, G.P.O., Perth, W.A. 


South Australia:—Mr. J. McB. Grant, c/o Department of 
Economies, University of Adelaide, Adelaide, S.A. 
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Hobart :—Mr. W. A. Hurle, c/o Town Hall, Hobart, Tasmania. 


Queensland:—Mr. D. J. Stalley, Department of Economies, 
University of Queensland, St. Lucia, Brisbane, Queensland. 


Canberra:—Mr. R. H. Barback, Canberra University College, 
Canberra, A.C.T. 


Wellington :—-Mr. I. F. E. Wilson, c/o Messrs. Bowden, Bass & 
Cox, P.O. Box 986, Wellington, C.1, New Zealand. 


Christchurch or Canterbury:—Mr. R. H. Murray, 82 Marlow 
Road, Christchurch, E.3, New Zealand. 


Auckland :—Mr. O. T. Foster, Kerridge Theatres Ltd., Queen 
Street, Auckland, New Zealand. 


Dunedin :—Mr. C. A. Blyth, Department of Economies, Univer- 
sity of Otago, Dunedin, New Zealand. 


This information is supplied for the benefit of members and 
prospective members, and also for the use of branch secretaries. 
Members of a branch at times visit other centres where a branch 
also exists, and may be in a position to address that branch. To 
make this possible the secretary of the latter branch should be 
informed of the visit by the secretary of the branch to which the 
visitor is attached. 





NOTES 


ELI F. HECKSCHER—NOVEMBER 24, 1879 - DECEMBER 23, 
1952 


The books of this eminent economic historian are well known 
in Australia, and his many admirers will have learned with regret 
that he passed away in the night of 23rd December, 1952. The 
present small tribute to the Memory of this great man will be of 
interest to those who know his work, but is not intended as a complete 
appraisal of it. 

Outside Sweden the best known of Heckscher’s works undoubt- 
edly is Merkantilism, published in Swedish in 1931, translated into 
German, English, Italian and Spanish. This book did not establish 
Heckscher’s worldwide fame, it merely strengthened his reputation 
as one of the leading economic historians of the world, acquired by 
his work The Continental System (1918). Heckscher’s activities as 
one of the leading officers of the Economic History Society and his 
numerous English articles in periodicals are too well known to be 
mentioned here. 

The Swedish works of Heckscher are naturally more numerous. 
It has been said, and truly so, that he was the founder of Swedish 
economic history. His last work, regrettably not finished, is the 
monumental Sveriges ekonomiska historia fran Gustav Vasa. The 
first book of the first volume of this work, published in 1935, covers 
the period from 1520 to 1600; the second book (published in 1936) 
refers to 1600-1720. The second volume starts with 1720 and the 
third book (published in 1949) brings the story to 1815. In total 
the volumes exceed 1800 pages besides the graphs in pockets and 
annexed full page illustrations. This work will certainly remain 
for a long time the standard work of Swedish economic history and 
can serve as model for other countries. 

By way of a contrast to this great work one of the smallest of 
his latest publications deserves to be mentioned: Studiwm och 
undervisning 1 ekonomisk historia (Lund, 1951). Here in only 78 
pages the author has expressed his views on the scope and method 
of economic history. This booklet has been written for teachers .of 
secondary schools, but it is also of great interest for university 
teachers. It shows that Heckscher till the end was interested in 
methodological questions of economic history, the same type of ques- 
tions which he put before the English reader in several articles in 
various periodicals. 
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Heckscher’s own method in investigating phenomena of economic 
history was to put forward problems derived from economic theory 
and then to look what kind of answers can be given to these 
problems from historical sources with modern theoretical tools. 
Critics repeatedly have said that this method would result in a 
“biased’’ economic history, an allegation brilliantly refuted by 
Heckscher’s achievements and results. Certainly, this method means 
that the historian must be also well versed in economic theory, and 
this is exactly the case with Heckscher. As a matter of fact, he 
started his scientific career as professor of Economic Theory in 
1907, and a number of his theoretical works have not yet been 
outdated by later research (for instance most prominent Intermitent 
freie Giter, 1928) despite that the bulk of his theoretical works 
were written 30 to 40 years ago. 

Heckscher was not only a brilliant writer whose style expressed 
itself at its best in his Swedish works (he fluently spoke and wrote 
also English, German and Dutch), but he was also a teacher by the 
grace of God. His lectures and his way of leading discussions in 
seminars, also his personal discussions with his more advanced 
pupils, were a real experience for those who had an opportunity 
to take part. In connection with the heated discussions some years 
ago, on how to reorganize the teaching of economic history in 
Sweden, some critics of Heckscher in the Swedish, Danish and 
Norwegian press have said that his fate has been the same as that 
of other brilliant teachers—that he had not left any pupil. These 
allegations were false and there are a number of Heckscher’s pupils, 
but because he, like other great teachers, aimed to stimulate an 
independent and critical approach, he has certainly no pupils who 
try to copy his own particular way of approach on a smaller scale. 
There are Heckscher’s pupils, but there are no small Heckschers. 

Heckscher’s role in organizing the teaching of Economie History 
in Sweden was dominant. As to this, he not only took part in relevant 
discussions in what could be regarded as a counterpart to British 
Royal Commissions, but also in discussions in the press. In one 
case his pronouncement—‘‘this gentleman is a good historian but 
he has not sufficient knowledge of economics’’—prevented a historian 
from occupying a chair of Economic History at Uppsala; the nicest 
thing in this story is that Heckscher generally was on very good 
personal terms with this scientist. Such a superhuman impartiality 
was combined with an outstanding kindness and helpfulness in 
Heckscher’s personality, not only in cases where scientific advice 
was asked but also in purely personal matters. Despite the immense 
amount of Heckscher’s written work, which amounts to a library 
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in economic history (he used to dictate his main works to a short- 
hand typist), he never refused to see a visitor on the often petty 
matters of the latter. This is not merely glorification of a great 
man who has left this world, it is a fact brought out by too many 
witnesses. The motto of Heckscher’s ex libris was: non propter 
vitam vivendi perdere causas; he himself lived up to this. 


Eli F. Heckscher was born in Stockholm 24th November, 1879. 
He graduated in 1904 (fil. lic.) and became Ph.D. in 1907. In 
the same year he became reader (docent) in Economies and Statistics 
and in 1909 profesesor. In 1929 he became research professor and 
co-founder and director of the Swedish Institute of Economic History. 
In 1945 emeritus professor. He died on 23rd December, 1952. 


E. DUNSDORFS. 
University of Melbourne. 





1953 


vari 
is ¢ 
is t 
assu 
or i 
wha 
pria 
(or 
whi 
dist 
beli 


In 
es 





1953 AVERAGING UNIT COSTS 95 
AVERAGING UNIT COSTS. 


Few people using averages attempt to discriminate between the 
various measures of location; most of us follow whatever practice 
is conventional in our own field of interest. The arithmetic mean 
is the most commonly used of all the averages; most of us use it 
assuming that the distributions we intend to average are symmetrical, 
or in many cases we give the shape of the distributions no thought 
whatsoever. Hence it happens that averages are often used inappro- 
priately. In this paper, after mentioning the measures of location 
(or averages) in common use, we shall go on to discuss the use to 
which the weighted arithmetic mean has been put in averaging 
distributions of unit costs, and to suggest an alternative and, we 
believe, more appropriate measure. 

The measures of location in common use include 
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(2) the median, the 2 5 - value, 
(3) the mode, that value which occurs with the greatest 
frequency, 
(4) the geometric mean, Vx: Xo X3-.-.- seca: Xn 
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and (5) the harmonic mean, . . = ) 
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Most other averages in common use are derived from one of 
these five by various forms of weighting. 


Convention Decrees Use of Weighted Arithmetic Mean 


The conventional form of average for unit cost data is the 
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weighted arithmetic mean, the formula for which is 


> Zj 

i] 
where y; is the net expense on the ith farm, and Zz the output of 
product on the ith farm. The unit cost of production on the ith 
farn: is: 


the numerators to the sum of the denominators of a set of ratios 





96 THE ECONOMIC RECORD MAY 


does not equal the arithmetic mean of the original ratios, or in 
symbols 


n 
3 yi 
i=l oe 1,% unless either 
n ie 
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(1) the variables y; and z are directly proportional to each 
other, or 


(2) z is a constant value of all cases in the distribution. 


Neither of these two conditions holds in general in unit cost distri- 
butions, and therefore the weighted arithmetic mean does not equal 
the arithmetic mean of such distributions. 


Choice of Average Could Involve Large Sums of Money 


We have more information about unit cost distributions than 
the mere fact that their weighted arithmetic mean does not equal 
their arithmetic means. In most distributions of unit costs known 
to the author the weighted arithmetic mean is less than both the 
arithmetic mean and the median, although this relationship does 
not hold invariably. The magnitude of this difference between the 
simple and the weighted arithmetic mean, or between the median 
and the weighted arithmetic mean, of unit cost data may be rela- 
tively large or small, depending on circumstances that are often not 
clearly understood. When the difference is small, some of us are 
tempted to dismiss the sort of discussion which follows as academic. 
It is as well for us to remember that a difference of, say, a shilling 
a bushel for wheat means £m.8 in the aggregate to the wheat industry 
of Australia in a normal year. Although we have no intention of 
entering into a discussion here on the principles of price-fixing, we 
should remember that a lot of hard cash could be involved in the 
choice between two or more averages to be used as a basis for fixing 
the price of wheat or other farm products. 

It is hardly necessary to mention that those of us who use the 
weighted arithmetic mean for distributions of unit costs, merely 
do so from habit, and generally we have no knowledge of the rather 
interesting mathematical form to which unit cost data approximate. 
Such measurements as have been made of unit costs in agricultural 
industries demonstrate beyond doubt that the frequency distribu- 
tions are always positively skew; in fact, they are so highly skew 
as to be often nearly log-normal. 
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Transformations to Normalize Data 


In respect of normal! distributions, the question of which average 
to use does not arise, because the arithmetic mean has certain pre- 
eminent qualities which make it the ideal average for normal data. 
Clearly, then, it would be a great advantage if all skew distributions 
could be normalized, and in fact there are several transformations 
used for this very purpose in certain fields where skew data occur. 
If it happens that a skew distribution can be normalized by taking 
the logarithms of the variate, then obviously the arithmetic mean 
of the logarithms can be used with the same confidence as the arith- 
metic mean of a simple normal distribution. The geometric mean 
of the original data (expressed in shillings and pence) is nothing 
but the ‘‘back-transform”, or the antilogarithm, of the arithmetic 
mean of the logarithms. Similarly, if a square root transformation 
normalized a variate, then its ‘‘back-transform’’, or the square of 
the mean square root, would be the most convenient average of the 
original skew distribution. If a transformation can be found which 
satisfactorily normalizes a variate, then the question of choice of 
average need hardly be raised: the arithmetic mean of the normal 
distribution is obviously appropriate. Unfortunately, there is no. 
a priort rule to determine which transformation, if any, will nor- 
malize any particular set of skew data. Only experience in a particular 
field will enable one to choose immediately, from amongst the 
simple transformations available, that which is most likely to 
normalize the data. The suitability of any transformation may be 
tested critically by the X? test of goodness of fit. Alternatively, a 
rough test of goodness of fit may be obtained by plotting a distribu- 
tion on probability graph paper; this paper may be obtained fairly 
readily with either arithmetic or logarithmic scales along the X-axis. 


Geometric Mean as ‘‘Back-transform’’ from Normal Distribution 


In the light of the foregoing paragraph, we suggest a formula 


n 

for calculating the average unit cost of x;. It is = = %, with the 
i=] 

proviso that x; be measured on a scale which makes the distribution 

as near normal as practicable. 

As distributions of unit costs are usually log-normal in form, 
or nearly so, the logarithmic transformation will generally be found 
to give a suitable scale. The adoption of the foregoing formula for 
unit cost distributions implies the use of the geometric mean as 


1. “Normal” in the strict statistical sense. 
D 
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the most representative average. We suggest that it might well be 
substituted for the weighted arithmetic mean as a convenient measure 
for averaging unit cost data. One must naturally use the average 
appropriate to a specific purpose, if it can be identified. In some 
circumstances it might be desirable to use other measures than the 
‘‘back-transform”. For instance, if the representative unit cost 
of an agricultural industry had been defined as ‘‘the unit cost which 
occurred with the greatest frequency’’, then we should have to use 
the mode to locate the distribution. Or in other circumstances we 
might have to use the simple arithmetic mean. However, the most 
representative average is undoubtedly the ‘‘back-transform’’ from 
a normal distribution. Unless good reasons are provided to the 
contrary, the ‘‘back-transform’’, which in the case of unit cost distri- 
butions is the geometric mean, has everything in its favour. 


Other Advantages of Geometric Mean 


Apart from being ‘‘representative’’, the geometric mean also 
has the advantage of being easily explained and understood, when 
we recognize it as being identical with the median, which it is in 
log-normal populations. The correspondence in a small sample may 
be imperfect, but in a log-normal population the ‘‘back-transform”, 
or geometric mean, coincides exactly with the median. Perhaps it 
should be mentioned that the geometric mean of a sample gives a 
slightly biased estimate of the median of its population; but this bias 
decreases as the size of the sample is increased, and for large 
samples may be ignored altogether. If the samples averaged are not 
very large, less than, say, two hundred cases, the median will be 
noticeably less accurate than the geometric mean. In the particular 
case of small samples from log-normal populations, the geometrie 
mean combines the accuracy of the method of moments with the 
simplicity of the method of percentiles. Incidentally, we may recall 
that over fifty years ago two outstanding statisticians, Karl Pearson 
and Francis Galton, hotly contested the rival claims of these two 
methods. 

Not only is the geometric mean representative easily understood 
and accurate, it has one further advantage. Before it is possible 
to make a comparison of the means of two or more sets of unit cost 
data, using any of the standard statistical techniques (such as the 
“*t’’ test or the analysis of variance) it is necessary to normalize 
the variate, as the tests only apply to normal data. The means 
which are compared in such tests are the arithmetic means of the 
transformed variate. So it is reasonable, if one wishes to discuss 
the results of the analysis in terms of money, to use the ‘‘back- 
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transform’’ of the arithmetic mean of the logarithms. This amounts 
to saying that a final advantage of the geometric mean is that it 
is the natural average to use for the purpose of intercomparison 
of means of samples drawn from log-normal populations. 


Final Disadvantage of the Weighted Arithmetic Mean 


Not only is the formula for the weighted arithmetic mean 
inappropriate when used in connection with samples of unit costs 
from farming industries, but the term is misleading since this 
measure usually gives a result which is numerically different from 
the simple unweighted arithmetic mean. It is an empirical fact 
that the weighted arithmetic mean of samples of unit costs, x;, often 
gives a rough approximation to the harmonic mean of x;. It is an 
algebraic fact that the harmonic mean is always either less than or 
equal to the geometric mean, which is less than or equal to the arith- 
metic mean. Any system of weighting which caused the so-called 
“weighted arithmetic mean’’ to approximate consistently to the 
numerical value of the harmonic mean would be extremely biased. 
The simple arithmetic mean gives an equal weight to the unit cost of 
each farm, the geometric mean gives an equal weight to the logarithm 
of the unit cost of each farm, while the harmonic mean gives an 
equal weight to the reciprocal of the unit cost of each farm. As 
the distribution of unit costs in farming industries is not generally 
normal in reciprocals, there can be no advantage in transforming 
the variable to reciprocals before averaging such a distribution. 

In fact, the location of the weighted arithmetic mean is governed 
solely by the various weights given to each individual unit cost, the 
weights being expressed, say, in bushels. These weights may or may 
not be related to the values of the unit costs, expressed in, say, pence 
per bushel. The three cases which could occur hypothetically are: 


(1) The variate and the weights given to it are positively 
correlated, in which case the weighted arithmetic mean 
is greater than the simple arithmetic mean; 

(2) the variate and the weights given to it are unrelated, 
in which case the weighted arithmetic mean and the 
simple arithmetic mean will be approximately equal; 

(3) the variate and the weights given to it are negatively 
correlated, in which case the weighted arithmetic mean 
is smaller than the simple arithmetic mean. 


These relationships are summarized in the formula given by 
Yule and Kendall? (1940, p. 303) : 


2. Yule and Kendall, An Introduction to the Theory of Statistics (C. Griffin and Co., 
London) 12th ed. 1940. 
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In farm production data, the first case never arises, and the second 
only rarely. It does happen, in certain samples, that unit costs and 
weights appear to be unrelated, and the weighted arithmetic mean 
is then very close to the simple arithmetic mean. This position is 
only likely to arise when the unit costs are not a random sample 
from a farm industry. The third case, in which unit costs tend to 
decrease as output per farm increases, is the usual one, and usually 
the weighted arithmetic mean is smaller than the simple arithmetic 
mean. This fact is in agreement with the foregoing empirical obser- 
vation, that the location of the weighted arithmetic mean usually 
approximates to that of the harmonic mean. 


SHEILA ROWLEY. 
Research Fellow, Institute of Agriculture, 
University of W.A. 
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THE PRE-WAR DEMAND FOR WOOL: A COMMENT 


In his new article! on the demand for wool, Dr. Horner has 
both improved and clarified his findings. He has, for instance, aban- 
doned his attempt to calculate the ‘‘ Manufacturers’ ”’ price elasticity 
by drawing a free hand curvilinear regression line. He has also 
made it quite clear that his demand equation does not refer to 
the total yearly (home) demand for raw wool in the country under 
consideration. In fact it ignores all dynamic aspects of wool 
demand: expectation of prices, output, sales, ete. His equation tells 
us nothing about the factors which determine speculative investment 
and disinvestment in stocks, and moreover no adjustment is made 
for the fact that when the consumption (and ceteris paribus the 
production) of wool clothing goes up for instance, the demand for 
raw wool rises more than the increase in wool clothing consumption 
(production) because of the necessary increase in working stocks. 
In other words, the demand function established does not apply 
strictly even to what one might call ‘‘mill consumption for the 
home market’’. 

Dr. Horner’s model is clearly somewhat divorced from reality; 
as a consequence of this 


(1) it is impossible to use a multiple correlation check on 
the ‘‘success’’ of his final comprehensive equation; 


(2) similarly, it is not possible to test for auto-correlation 
of residuals; yet as various authors? have shown, the 
variance of regression coefficients estimates in which the 
error term is highly auto-correlated is very much (pos- 
sibly 8-10 times) larger than the variance of the same 
parameters if estimation is carried out in a form such 
that the error terms are random. Hence the importance 
of using an appropriate transformation, particularly as 
even a rough auto-regressive transformation leads to 
satisfactory results, e.g. the first differences of the original 
series. 


Even where tests would have been possible, the author has not 
used them; for instance, no multiple correlation coefficient is caleu- 
lated for the manufacturers’ equation. As far as one can make out, 
it would be low, and the residuals far from randomly distributed, 
particularly as regards his equation (3b). Nor has he tested for 
auto-correlation of residuals in his equations (1) and (3). 


1. Economic Record, May, 1952. 
2. e.g. Champernowne, JRSS, Series B, No. 2, 1948, and the discussion on this paper. 
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For these and other reasons (some of which are given below) 
it is a little difficult to have much confidence in Dr. Horner’s 
numerical results. It is well known that, even when all checks and 
counter-checks have been used, and yielded satisfactory answers, the 
results of econometric research are under suspicion. Without any 
of the standard checks, it is very doubtful whether the results are 
worth the very considerable work involved. 

One final point arising from the above discussion should be 
stressed. Even if the estimated parameters were acceptable, they 
could not be used for one of the main purposes for which their 
calculation is usually attempted, namely, forecasting. What the 
wool growers, manufacturers, governments, etc., want to know, is 
what the total demand for raw wool is going to be next year, not a 
particular portion of total demand; price is determined by total 
demand, including the speculative demand which Dr. Horner ignores. 

The preceding remarks have assumed that the demand for 
speculative purposes has, in fact, been eliminated, as the author 
claims. Closer examination of his argument shows that this is not so. 

For his ‘‘manufacturers’ demand equation’’, Dr. Horner writes 


raw wool available for consumption 
raw wool and other fibres available for consumption 





= f (price of wool) 


He then argues’ that ‘‘any purchases due to changes in price expec- 
tations, or any change in stocks at all, would affect both alike, and 
would not affect the estimate of the price elasticity’’. But this is 


simply not true. Let us write for the above equation, 4 = f(p) 


where qi >q by definition, and let us denote epevelative pur- 
chases of raw wool by x. It is known that no significant speculative 
purchases of ‘‘other fibres available for consumption’’ take place. 
If purchases were in fact discounted by the type of equation used 





by Dr. Horner, then d would be equal to okies 
qi qi—x 
not the case, for it would imply that q (qi — x) = qi (q—x) which 
reduces to qx = qix and by definition qx  q:x. Hence the ‘‘specu- 
lative demand’’ element is not adequately eliminated. 
There are a fair number of other, less important, errors and/or 
slips. Two are discussed below: 


; this is obviously 


(1) In the final combination of the elasticities (Appendix, 
section 5) two compensating errors appear to have been 
made, with the result that though the final expression 
(cu + r) for the elasticity is correct, equation (5) from 


3. Ibid., footnote 14. 
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") which it purports to derive is not valid. This obviously does 
” not affect Dr. Horner’s numerical results in any way and 
nd the point is raised chiefly as a warning that equation (5) 
he as given should not be used as the basis of further work. 
¥ Dr. Horner appears to have overlooked the fact that the co- 
an efficients of a logarithmic equation can only be identified 
with elasticities when they are constant and vice versa. 
be Since, in the case under consideration, u is not constant, it 
ey is incorrect to deduce from equation (4b) that log (price of 
me wool clothing = u log (price of wool), and equation (5) 
he should have in place of ‘‘. . . (eu + r) log (price of wool) ’’ 
- the expression ‘‘ ¢ log [s + t (price of wool)] + r log (price 
A: of wool)’’. In this form, equation (5) leads to the result 
tal ‘*Price elasticity of demand for wool = cu + r’’. 
re For equation (5) as given the elasticity would be 
r 
ne eu [1+ 7. _ . log (price of wool) ] + r. 
- (2) In the section on equation (4), in the Appendix, it is 
- argued that . . . ‘‘the practice of fibre and quality variation 
11) adopted by manufacturers to meet fixed conventional price- 
lines strongly vouched for, especially in the United States, 
ac. would imply under the extreme conditions where neither 
nd consumers, nor cost of living indexes, could detect any 
is such change in quality, a pyramiding ratio of zero”’. . 
But a pyramiding ratio of zero implies that raw material 
P) costs are zero. In other words, that manufacturers make 
Ir- wool textiles without raw materials, which is obviously 
ive absurd. That a zero pyramiding ratio implies zero raw 
ce. material costs can be easily seen by making t = 0 in 
ed equation (4): price of wool clothing per lb. = s + t (price 


; of wool) where s = transformation costs and t = pyramid- 
ny ing ratio. 


ch The criticisms made in the preceding paragraphs are certainly 

U- quite severe, but no one would wish to deny that Dr. Horner has 
done an interesting and stimulating piece of original research. He 

or has covered a good deal of ground, and has, without any doubt, 
made things easier for other research workers investigating the 

ix, same or similar problems. It is with this last purpose in mind that 

“ the above criticisms have been made. 

- A. P. ZENTLER. 

oa London, 


4. I am indebted to Mrs. Dorothy Ryde for this point. 
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THE PRE-WAR DEMAND FOR WOOL—A FURTHER 
COMMENT 


In his article, ‘‘The Pre-War Demand for Wool’’,? Dr. Horner 
indicates the methods used and the quantitative results obtained in 
his attempt to estimate the value of those parameters which are 
associated with the non-dynamic influences on the demand for raw 
wool. Two countries, the United Kingdom and the United States, 
are considered, and the study itself covers only that part of the 
demand for raw wool which is associated with internal final consump- 
tion in each ease, i.e., it does not involve the demand for raw wool 
which is processed and then exported. The final price elasticity 
of demand for raw wool is composed of two parts; one is the adjusted 
consumer market clothing price elasticity of demand, and the other, 
which is termed ‘‘the manufacturer’s price elasticity’’, is included, 
in the main, because it is not known to what extent ‘‘consumers and 
price indices can recognize quality changes in consumer products’’? 

In obtaining the manufacturers’ price elasticity for the United 
Kingdom, the author makes use of statistics and a method against 
which certain criticisms can be directed. This elasticity in the case 
of what is termed ‘‘quantity variation only” is obtained from a 
relationship between the annual quantity of raw wool consumed per 
unit of output and the price of raw wool thus: 





q_ — a(price of raw wool)¢ 
ers 
Where q = input of raw wool 
r = input of recovered wool 
a = scale constant 
e = the required elasticity 


The author states, ‘‘Although the nearest approximation to 
consumption that could be made with the United Kingdom statistics 
was an estimate of raw wool available for consumption, compen- 
sation was made by the fact that the only measure of ‘output’ that 
could be used was an estimate of the raw wool and other fibres 
available for consumption by the wool textile industry. Thus any 
change in the level of stocks at all would affect both alike and 
would not affect the estimate of the price elasticity’’. This is not 
a sound assumption. Existing data tend to indicate that 20 to 25 
per cent of new available supplies of raw wool in the United Kingdom 
was put to stock during the period 1929-1932 and drawn on in 


1. F. B. Horner, “The Pre-War Demand for Wool”, Economic Record, May, 1952. For 
fuller details of the methods used by Dr. Horner reference has also been made to his 
unpublished thesis ‘‘Export Demand’ quoted by him. 

2. Consumers may, however, be fully aware of quality changes but act as if they 
were not. This would arise when consumer demand contained an element of price-line 
preference. 
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subsequent years. Though prices were falling, a feature which 
generally encourages disinvestment in stocks, the prospect of obtain- 
ing a higher price and thus an abnormal profit when normal con- 
ditions returned seems to have outweighed this factor very strongly 
in the case of raw wool. The statistics of available supplies of 
recovered wool used by Dr. Horner are based on machine activity 
in the rag-pulling section of the industry, and I can find little 
reason for, and no evidence of, speculative holding at that stage of 
a similar nature and of like measure to that which took place in 
the case of raw wool. When the raw wool figures are corrected 
for stock movements, the zero order correlation between the: ratio 
and the price of raw wool for the period 1928-1938 disappears.® 

If we assume the usual type of speculative stock behaviour in 
both raw and recovered wool, when a falling (rising) price would 
cause disinvestment (investment) in stock holding, other things 
equal, Dr. Horner’s equation is not satisfactory. Speculation of 
this type can take place after mill consumption. In any case specu- 
lation of this nature would distort the ratio from that applicable 
to the level of price ruling at the time of the movement in price. 
For these reasons, therefore, it cannot be conceded that Dr. Horner’s 
procedure has eliminated the influence of speculation. 

Dr. Horner continues, ‘‘Similarly changes in export demand 
for United Kingdom tops, yarns or cloth would affect both alike 
and would cancel out’’. This implies that: 


— qD + qE i qD 
qtr  qD+qE+rD+rE qD+rD 
where D and E refer to the quantities going to the domestic and 
export markets respectively. This is only true (assuming that all 
quantities exist in positive measure) if: 

qk _ qD 
qE+rE  qD+rD 

That is, the proportion of recovered wool must be identical in both 
markets at all times and it follows that both are assumed to possess 
the same manufacturers’ elasticity with respect to price. Such 
assumptions are not warranted when exports are to countries of 
differing tastes, standards of living, climatic conditions, ete., from 
the United Kingdom and when exports undergo a change of destina- 
tion. 

The overall ratio is itself a weighted average of the ratios exist- 
ing in the separate markets. We have that: 

3. 








- Figures of estimated mill consumption of raw wool are available for part of the 
veriod in Dalgety’s Annual Wool Review and with the assistance of this journal, the 
Census of Production and such indicators of activity in the industry as are available, 
estimates of mill consumption for the whole period can be constructed. 
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Se ae 
ue ae 4 (qinn)*® (ora) 


qE + rE _— qD+rD 
qE+rE+qD+rD ~ @qD+rD+ qE +rE 


A and B are the weights representing the proportions of output going 
to the export and domestic markets respectively. The overall ratio 
thus becomes a function of the proportions and ratios in the two 
markets. However, during the period the export market lost in its 
consumption in relation to the domestic market so that the overall 
ratio becomes distorted further by this factor. 

Two additional variables, real income and time, would need to 
be included in a revised study of analysing variations in the ratio. 
It is reasonable to expect that higher standards of living demand 
improved qualities and that changes in tastes can also cause move- 
ments in the ratio. 

The exclusion of the price of recovered wool as a variable would 
tend, since it is correlated with the price of raw wool, to under- 
estimate the resulting value of the price elasticity. However, a 
change in the proportion of recovered wool used is only necessary 
when a change in the price of wool affects the amount demanded 
in the consumer market. Movements in relative prices alone, assum- 
ing real income constant, are important for this purpose in the 
consumer market. The manufacturers’ equation does not therefore 
allow for a movement in the general price level as might occur 
under conditions of a change in the value of money. For this reason 
it is not permissible to combine the two elasticities until they are 
placed on a comparable basis. 

The above criticisms apply to a certain extent to the study 
governing quality substitution between merino and crossbred wools 
and in the application to United States statistics. They have been 
concerned with factors that have a systematic influence on the quan- 
tity of wool consumed per unit of output and as such represent, in 
the main, a discussion of the ‘‘right’’ other influences on the demand 
which should have been considered. It must be admitted that to 
allow for the influence in particular of the export market in pro- 
cessed wool goods would represent a difficult task. However, the 
criticisms do place doubt on the validity of the estimated value of 
the manufacturers’ price elasticity. 

The discussion, too, reveals the difficulty of attempting to obtain, 
directly, a static equation from continuously dynamic data. It would 
seem that generally the best approach to such a task would be to set 
up and solve a dynamic equation in the first instance; the static 
equation could then be derived from it. J. HARRIS. 
London 
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REPLY 


The comments of Mr. Zentler and Mr. Harris on my article 
may be answered, to begin with, by a re-statement of what it was 
intended to accomplish, since Mr. Zentler’s criticisms at least rest 
largely on its failure to accomplish something else. 

The studies described in the article were designed to estimate 
for the given markets and period the two static relationships known 
as price elasticity of demand and income elasticity of demand. These 
were needed, not for forecasting actual demand from one year to 
the next, nor for establishing a universal law of demand, but for 
use in a particular study of the sensitivity of Australian export 
receipts before the war to variations in the exchange rate and in 
the level of incomes in export markets.’ In this type of study it was 
longer-term effects that counted, and therefore the measure of the 
underlying static relationships was needed, the influences deter- 
mining the positions about which speculation, expectations, etc., 
might cause demand to fluctuate in the short-term. That the demand 
for wool at any moment is a resultant of ‘‘dynamic’’ or short-term, 
as well as ‘‘static’’ or long-term, forces was a fact not to be ignored, 
but to be allowed for in any econometric model adopted. 

The set of equations finally used was adopted as a means of by- 
passing the ‘‘dynamic’’ forces. There is much to be studied in the 
‘‘dynamic’’ side of the demand for wool—for example, in the 
phenomenon of the apparent two-year cycle of demand in pre-war 
United States—but that study will necessarily be non-econometrie in 
nature, at least for some time to come. The hypothesis was that 
the demand for raw wool is imputed from the consumers’ demand 
for its products, with the additional condition that manufacturers’ 
demand may vary independently of this, to the extent that they 
van take advantage of the limited discernment of consumers by 
varying the quantity of raw wool per unit of product. The con- 
sumers’ demand for wool products was represented by a straight- 
forward linear equation (in logarithms). From the manufacturers’ 
demand equation the dynamic forces were eliminated (a) by the 
use of wool consumption instead of purchases as the dependent 
variable (which cut out the influence of speculative stocking of raw 
wool), and (b) by the introduction of an index of manufacturers’ 
output as one of the explanatory variables,2 (which cut out from this 
equation not only the effect of changes in consumer demand, but also 
that of any other influence on manufacturers’ output—price expec- 
tations, income expectations, and so on). All that could remain 


1. See “Elasticity of Demand for the Exports of a Single Country”, Review of 
Economics and Statistics, Vol. XXXIV, No. 4, November, 1952. 
i 2. In the final versions of the equations this variable appeared indirectly in the term 
wool consumption per unit of output”. 
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was the manufacturers’ consumption of raw wool at a given level of 
output. The components of the total price elasticity were combined 
on the assumption that manufacturers’ output is proportional over 
a period to consumers’ purchases of wool clothing. This assumption 
also was necessary for the separation of the ‘‘dynamic’’ forces 
and does not appear to depart unduly from reality. Some criticisms 
of this set of equations by Mr. Zentler and Mr. Harris may be 
considered at this point: 


(i) 


(ii) 


Mr. Zentler points out that the estimates made from the 
equations cannot be verified by the usual ‘‘multiple corre- 
lation check’’. This was also pointed out in the original 
article, and it is not an indication of the distance of the 
equations from ‘‘reality’’. From what has been said above it 
is clearly a consequence of the fact that the equations have 
been designed specifically to by-pass the dynamic influences 
on demand. They will not, therefore, lead back to the theo- 
retical dependent variable which can be compared, in the 
usual way, with the actual dependent variable. 

Mr. Zentler’s criticism that the equations ignore the 
demand for ‘‘working stocks’’ is a little obscure to me; 
one would expect working stocks to be proportional to 
output (‘‘dynamic’’ influences apart). If they are, equa- 
tion (3) is appropriate. But even if they were not, the 
fact would have been revealed by the tests made with 
United States data mentioned in the original article (IV, 
paragraph 1) in which ‘‘output’’ appeared as a variable 
in its own right. 


(iii) Mr. Harris has asked the reasonable question why the 


equation for manufacturers’ demand should not have in- 
eluded as variables real income and time, and the ‘‘general 
price level’’. The answer to the first part is that real 
income and time were in fact admitted as variables in one 
version of the equations, but appeared on testing to add 
nothing to the explanation. The exclusion of the ‘‘general 
price level’? from an equation of demand in a wholesale 
market was due to reasons set out in an earlier note.? That 
prices are meaningless unless ‘‘relative’’ is a belief that 
dies hard, but the question ‘‘relative to what?’’ should 
always be asked. In this case we have a situation where, 
at a given level of clothing prices, other prices, and income, 
consumers are taken to exercise a given demand for cloth- 


8. “The Demand Equation for a Raw Material in Empirical Studies”, Economic Record, 
June 1949. 
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ing. To meet that given demand for clothing, manufac- 
turers are taken to supply a certain output, and at that 
output their demand for wool is taken to be dependent 
on the price of wool—relative to the price of wool substi- 
tutes, or the rate of wages,* perhaps, but not relative to 
the general price level, which has already exerted its 
influence through the demand for clothing. In practice, 
as we have seen, we cannot take the price of wool substitutes 
as a variable, as the price of recovered wool is highly 
dependent on the price of raw wool, and the substitution 
of labour for wool is negligible. So the price of wool 
remains, not ‘‘relative’’ to anything. Incidentally, the 
exclusion of the prices of wool substitutes as a variable 
means, as Mr. Harris points out, that the resulting para- 
meter will not be the ‘‘pure’’ elasticity of demand for 
raw wool. But it will serve the purpose for which the 


estimates in the present case were required, and it can 
in fact be argued that in the case of wool the ‘‘pure’’ 


elasticity would be useless, strictly speaking, since no one 
is interested in the hypothetical question how a price 
change could affect the demand for wool if the price of 
recovered wool could be held constant. 


Mr. Zentler believes that equation (5) is not valid, as it 
identifies the coefficient (u) of a logarithmic equation 
with an elasticity, when u is not a constant. He attributes 
the fact that this does not affect the numerical results to 
two compensating errors. Mr. Zentler is presumably 
objecting to the fact that the non-constant elasticity 
appears as the coefficient of a logarithmic equation 
which is, formally speaking, linear. But it is only linear 
in fact if the coefficient is a constant, and here it is not. 
As explained in the original article, the logarithmic equation 
was used only for exposition, and was not used in the 


’ empirical estimation of the elasticity, which was done 


4. 
carbonising 


directly from the ratio of the prices at a point of time. No 
confusion has resulted; in substituting the values of the 
elasticity in the final equation, different values have been 
taken for different prices of wool (as Table V shows: for 
example, for the United Kingdom in 1938, u = 0-08 when 
the wool price was 18d, and would have been 0-18 for a 
wool price of 45d, and 0:06 for a wool price of 134d). 


Insofar as labour can be substituted for wool, eg. by increased purchases of 


types. 
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(v) Mr. Zentler has pointed out that a pyramiding ratio of 
zero is absurd, as it would imply that raw material costs 
were zero. This is true, or nearly true; it would imply that 
the manufacturers’ wool costs were zero. A pyramiding 
ratio of zero was said to be implied ‘‘under the extreme 
conditions where neither consumers nor cost of living 
indexes could detect any such change in quality’’—which 
is in effect a reductio ad absurdum to the argument that 
price-lines are quite inflexible and quality variation prac- 
tically indiscernible by consumers. It seems reasonable that 
if consumers could not tell quality at all manufacturers 
need pay nothing for wool. The conclusion drawn was 
that the pyramiding ratio must be greater than zero. 


The equations as so far described, though embodying some 
practical limitations, are still ‘‘theoretical’’, in the sense that 
statistics may not exist which can be fitted to them. In the case of 
the United States the statistics were found to be close approxima- 
tions to the required concepts. But the pre-war data for manufac- 
turers’ demand in the United Kingdom were so limited as to make 
some modification of the equations necessary. These modified equa- 
tions have drawn further criticisms from Mr. Zentler and Mr. 
Harris. 


(i) ‘‘Raw wool available for consumption per unit of raw wool 
and other fibres available for consumption’’ has been sub- 
stituted for ‘‘raw wool consumed per unit of output’’. The 
presence of stock movements in the figures of ‘‘raw wool 
available for consumption’’ was claimed by the writer to 
be harmless; ‘‘any changes in stocks at all would affect 
both (variables) alike, and would not affect the estimate 
of the price elasticity’’. Mr. Zentler and Mr. Harris rightly 
show that this is not mathematically true, but the literal 
meaning was not intended. The claim was meant to answer 
the criticism that raw wool available for consumption is 
no measure of actual consumption. In the modified equation 
it can be used as an approximation to what is wanted, 
provided either stock movements of wool, or supplies of 
other fibres, are not large in relation to raw wool consump- 
tion. I do not follow Mr. Harris’s point that speculation 
in both raw and recovered wool would distort the estimate; 
it seems likely to cause very little change. However, Mr. 
Harris has some estimates of actual mill consumption for 
the period which do not support these assumptions. If these 
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estimates are accurate they will of course upset the writer’s 
results for the United Kingdom market. 

(ii) The modified equation included the raw material for export 
production in both numerator and denominator. Mr. Harris 
denies that this would effectively cancel out the results of 
changes in export demand. Here again the claim was made 
as an approximation, and it still seems to me valid as such. 
The price elasticity obtained is, strictly speaking, as Mr. 
Harris points out, the weighted average of the demand 
elasticities for manufacture for home sale and for export 
sale. But even if there were any great difference between 
these elasticities, which seems unlikely, the average would 
be heavily weighted towards the home elasticity by reason 
of the preponderance of the home market. 


There is finally the question of how much ‘‘confidence’’ is to 
be placed in the results. It was pointed out in the article under 
discussion, and Mr. Zentler has repeated the point, that no ‘‘confi- 
dence limits’’ in the usual statistical sense can be assigned to the 
results because of the undoubted auto-correlation of the series. This 
is the reason why none of the usual statistical checks have been 
applied to the results. Even the multiple correlation coefficient has 
little meaning in these circumstances, and as already mentioned 
the form of the equations prevents their ‘‘success’’ from being 
tested in the usual way by working back to a ‘‘theoretical” dependent 
variable and looking at the residuals. 

To this it can only be added that the results were not considered 
meaningless because of the absence of these tests, though one is 
naturally always prepared to find that someone using more 
advanced techniques may have arrived at different results. The 
figures were therefore applied to the problem in hand. That the 
techniques used in this and in much other econometric work are 
still in the ‘‘pre-scientific’’ stage need not be disputed. 


F. B. HORNER. 
Sydney 





REVIEWS 


Econometrics. By J. Tinbergen. (Geo. Allen and Unwin, Ltd., Lon. 
don, 1951.) Pp. xii + 258. 36/- stg. 

Professor Tinbergen’s qualification for writing upon this recent 
and baffling branch of economics are too well known, and the lack 
of elementary books upon it too glaring, for there to be any doubt 
that teachers and students will be grateful for the introduction he 
has now provided. He does not, however, claim to do more than 
‘provide an orientation’’, and the book hardly exceeds this claim. 

The first part discusses the methods of econometrics. The subject 
is defined as ‘‘mathematical economics working with measured 
data’’, and chapters logically follow upon the mathematical formu- 
lation of economic theories or problems, and upon statistical testing 
and estimation. The ground covered is fairly wide. The discussion of 
mathematical formulation ranges from single demand and supply 
equations to the general charagter of models, and the discussion of 
statistical methods from the conventional resolution of time series 
into seasonal, cyclical, trend, and random components, to multiple 
correlation and bunch maps. There is also a valuable appendix on 
the uses of multiple correlation for economists. Admirable though 
the exposition of this part is, doubts arise whether it will not prove 
too condensed for the non-mathematical student, but too incomplete 
or superficial for the student who has sufficient mathematics to 
make him interested in undertaking a study of econometrics. 

On the other hand, the broad review in the second part of 
results achieved by econometricians should certainly stimulate 
interest. A chapter on demand analysis ranges over Engel curves, 
price elasticities, Frisch’s strange attempt to measure the marginal 
utility of money from the price of sugar, and Wald’s experiments 
with empirical indifference curves. A more cursory survey follows 
of cost curves, the Cobb-Douglas function, and trends in production. 
A chapter on ‘‘business reactions’’ deals with supply curves, the 
accelerator (Tinbergen’s well-known article in the 1938 volume of 
Econometrica is re-published in an appendix), substitution elastici- 
ties (another appendix reproduces an article on this subject), and 
the elasticity of money supply. This part concludes with a chapter 
on the functioning of economic systems, noticing the echo principle 
of reinvestment demand, the cobweb theorem, Kaldor’s and Clark’s 
notable econometric experiments in comparative statics, and con- 
taining a useful and illuminating discussion of Tinbergen’s results 
in his League of Nations study on American business fluctuations. 
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The concluding part illustrates in a realistic way the use of 
econometrics in the service of policy, by means of an analysis of 
the influence of wages, taxes, prices and exchange rates upon the 
Netherlands’ balance of payments and level of employment. Although 
marred by an unnecessarily cumbrous symbology it is valuable both 
as an illustration and for the practical interest of its results. 

This book is certainly useful, being written by a man who is 
at the same time a skilled econometrician and a gifted teacher. But 
it is perhaps too modest in its aims, and for that reason does not 
yet meet the fairly urgent demand for a really satisfactory intro- 
ductory text. 

C. G. F. SIMKIN. 


Econometrics. By Gerhard Tintner. (John Wiley & Sons, Inc., New 
York.) Pp. xiii + 370. $5.75. 


It is in its inability to provide a quantitative content to its 
theoretical analysis that economics has proved to be most vulnerable. 
Econometrics endeavours to supply the method by which the rela- 
tionships involved in this theoretical analysis can be measured. 
This book by Professor Tintner is one of the few attempts which 
have been made to present in a collective form the many problems 
encountered in econometrics. 

The book is divided into three parts. Part I presents what is 
described as a non-technical introduction to econometrics. It com- 
prises a very short sketch of linear regression for two variables 
and a number of illustrations drawn from the many attempts to 
apply this technique to practical economic problems. Part II extends 
the analysis to cover cases of more than two variables. After a brief 
outline of multiple regression a number of illustrations are again 
presented. These illustrations cover various types of ‘statistical pro- 
cesses and include discriminantal analysis, canonical correlation, 
weighted regression, factor analysis, and the simultaneous estima- 
tion of a system of linear economic relations. In Part III, the 
béte noir of econometrics is taken up. This is popularly known as 
the time series problem. It arises because of the lack of independence 
possessed by the successive observations of most economic variables 
when they are recorded over time. Here the methods of removing 
trend and analysing the movements of time series by Fourier, 


1. The reviewer has noted a few slips. On p. 80 deviations caused by the neglect of 
explanatory variables are wrongly descrihed as random; on p. 99 a multiplier formula 
is given for an open economy which neglects imports; on p. 155 “Economics of 1960” is 
misprinted as “Economies of 1960”. The translation is rather mechanical and makes far 
too much use of the definite article; on p, 50 the barbarous ‘“‘methodologic” appears. 
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periodogram and correlogram analysis are considered together with 
the stochastic difference equation approach. 

Econometrics is a field of study which is still in its infaney, and 
any new book bearing such a title is bound to attract the attention 
of general economists. For those who are on the look-out for a 
comprehensive text on economics whcih draws upon econometric 
studies for the empirical verification of its analysis, and which 
explains the techniques used in elementary terms, this book will 
not provide a satisfactory answer. Nor in fact is it possible to 
undertake successfully such a study at present since the possibility 
of obtaining precise measures of economic relationships is precluded 
by the limited use of controlled experiments in econometrics and 
the consequent dependence upon time series as a major scurce of 
statistical information. Nevertheless, there is still a place for a 
book which sets out econometrics in a simpler manner than Professor 
Tintner has succeeded in doing. 

Professor Tintner has been very successful in encompassing 
within one volume an outline of a wide range of econometric prob- 
lems and the application of statistical techniques recently developed 
to overcome them. Although some of the topics are treated in a 
rather sketchy manner the detailed list of references which are 
included enable the reader, if inclined, to find the basic literature 
very readily. The book serves an extremely useful and valuable 
purpose in bringing together much of the work which is scattered 
through the pages of contemporary journals. For this alone, Pro- 
fessor Tintner will be heartily thanked by present workers and 
newcomers to this difficult and hazardous field of study. 

D. COCHRANE. 


Welfare Economics and the Theory of the State. By William J. 
Baumol. (Longmans, Green and Co.) Pp. vii + 171. 21/- stg.; 
35/6 Aust’n. 

Books on welfare economics are not uncommon these days, 
and here we have another one. Nor are doubts about the validity 
and usefulness of this section of economics uncommon, and here Dr. 
Baumol also gives us little cheer. 

Primarily, Dr. Baumol is concerned to develop an economic 
theory of the state by extending the external economies argument 
which played such an important part in the development of welfare 
economics. He points out that there are many moves in an economy 
which would benefit all the members of the economy, but which are 
not undertaken voluntarily because each individual either fears that 
he may be left out on a limb, or else hopes that the other fellow 
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will pay. In such situations it is to the interest of all, that all should 
be coerced by the state. Consequently state intervention and an 
individualistic economy are by no means inconsistent. This, I take 
it, is the main theme of Dr. Baumol’s essay. 

However, when it comes to the question of under what circum- 
stances a state should actually intervene, the problem of defining 
an ideal situation, from which deviations should be corrected, emerges. 
A substantial portion of the book is devoted to this problem. Dr. 
Baumol finally comes to the conclusion that a change in an economy 
is desirable when there are some net gainers after the losers have 
been compensated. This differs from Kaldor’s eriterion in that 
that does not require the compensation actually to be made, but has 
the advantage of being isolated from the question of income distri- 
bution. Dr. Baumol’s criterion is, of course, extremely simple, 
being based on the one assumption that more of a thing is to be 
preferred to less. But even that is an assumption, as an ascetic 
would readily point out. 

Dr. Baumol shows that except in the more obvious cases of misuse 
of resources, for example mass unemployment, it will in practice be 
very difficult to prescribe state intervention to improve the distri- 
bution of resources. Even if it were possible to measure marginal 
private cost, the problems of estimating marginal social cost would 
alone make this so. Apart from this there is the whole question of 
an optimum income distribution for which no objective criterion 
exists; and yet it is from the income rather than the price side 
that important changes in welfare are likely to occur. Dr. Baumol 
concludes by doubting the prescriptive powers of welfare economics. 

Although there is not a great deal which is new in this book, 
it is a helpful contribution to the modern discussion on welfare 
economics, and it has the great advantage of being readable. 

P. H. KARMEL. 


Conditions of Full Employment. By Karl Gruber. (Hodge, London, 
1952.) Pp. vi + 141. 12/6 stg. 


In few pages separated into three compartments this volume 
attempts three major tasks. The first is no less than an analysis 
and interpretation of the interconnection of the ‘‘nominal’’ and 
the ‘‘real’’ in the roundabout processes of production, showing why 
divergence between these two gives rise to an inflationary-deflationary 
eyele. The second is occupied with tracing the theoretical design 
of the first through the mechanics of a cycle. The third is concerned 
with methods of policy. Only incidentally, and not always as a pre- 
supposed aim of policy, does ‘‘full employment’’ enter. 
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Dr. Gruber’s main aim is to present an idea in outline, and in 
this he is successful. This explains the brevity of the treatment and 
the initial bewilderment of the reader inclined to regard the book 
not so much as a book, but as a series of statements and assertions 
round which a book could be written. Reduced to one proposition, Dr, 
Gruber’s contention is this: that the ultimate cause of an economic 
crisis is a change in the distribution of purchasing power; and 
that the technical cause for the occurrence of mass unemployment is 
the ‘‘limited elasticity of capital equipment’’. It will be noticed 
there are two events and two causes. 

- . nominal processes become real ones only if they fit into 
the time schedule of the economy’’, which is given in the time 
required to complete any part of a process. Bank credit or redis- 
tributive taxes can change immediately the structure of nominal 
income, but due to the ‘‘limited elasticity of capital equipment” 
(the particular uses of capital equipment determining the structure 
of real income—output of goods and services), capital equipment 
cannot quickly be diverted from serving one end to serving another: 
the stress resulting causes the economy to undergo an inflationary 
and subsequent deflationary process in the course of which the 
redistribution of income becomes, at least in part, nugatory. To 
the extent to which the redistribution is successful there will be 
capital losses. 

Furthermore, new capital equipment is required to serve the 
redistribution of income, but ‘‘. . . every distribution of income 
engenders a certain volume of savings, (which) in a private enter- 
prise economy depends essentially upon the ratio of profits (high 
incomes) to wages (low incomes), that is upon the average profit- 
ability of production (i.e. the average percentage returns on invested 
capital). If the functional relationship between income-distribution 
and the volume of savings could be stated, we could also state the 
degree of profitability necessary to match the savings-consumption 
ratio to the operating capital required’’. Paradoxically, says Dr. 
Gruber, a redistribution of income at first necessarily imposes a 
sacrifice (greater savings) on the consuming public even to the 
extent of that section ultimately to benefit. The necessary diversion 
of purchasing power away from consumption and toward saving 
reduces (though disguised for a time in rising prices) the average 
profitability of production and hence sets up that strain which 
later issues forth into recession (self-defiation). 

The nature of the problem and the policy required will differ 
from one economy to another according as the economy is planned 
or ‘‘free’’. Essentially the problem as described is a peculiarity 
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of economic systems in which private profit determines the direction 
and extent of production. The depression in its first stages is, in a 
‘‘free’’? economy, the point of injection for anti-crisis measures. 
These are: first, the writing down of capital and the reduction of 
costs—if necessary, enforced cost reduction, enforced conversion, 
and enforced reconstruction of balance sheets. This restores the 
basis of profitability and paves the way for the second measure—a 
cheap money policy. The real over-capacity remaining may, however, 
make it necessary for the government to ‘‘prime the pump”’ to 
get private investment restarted. Dr. Gruber also considers a per- 
manent trade cycle policy, but this is available to planned economies 
only. 

So long as criticism remains inside the framework provided 
by Dr. Gruber, there are two main points for it to seize upon. First, 
within the limits of the elasticity of capital equipment, a real 
redistribution of income can be effected; and keeping within those 
limits, new money and bank credit, or a change in demand with 
income-distribution unchanged, will not create fresh disturbance. 
Secondly, though capital equipment may be specialized—and hence 
its elasticity limited—this may not be important if the products 
of capital equipment are unspecialized. Building materials can 
provide factories or homes, lavish homes or utility jobs. Indeed, it 
is a characteristic of the most roundabout production that its pro- 
ducts are commodities in composite demand, i.e., wanted for several 
different purposes. It is true that there is somewhere a limit to 
the elasticity of capital equipment, but how great a redistribution 
of income is envisaged? Is it not more reasonable to argue that it 
is not the limited elasticity of capital equipment that brings diffi- 
culties, but the clamorous demands from all directions on the same 
capital equipment? 

It remains to add that the compression introduced in these 
notes makes the thought, despite excellent translation, difficult to 
follow and creates the impression that the skeleton presented is 
robbed of just that meat which would have made it of great interest 
and value. This heir to the Austrian school, speaking within the 
thought confines of that school, has yet brought it through into 
Keynesian territory, but tantalizingly concealed most of his tracks. 

NOEL RUTH. 


Grundsatze der Wirtschaftspolitik. By Walter Eucken. (A. Francke 
A. G. Verlag, Bern, J. C. B. Mohr, Tiibingen, 1952). Pp. xix + 
396. DM. 21. 

A book on ‘‘Foundations of Economie Policy’’ by the author 
of Foundations of Economics (English translation of ‘‘Grundsatze 








118 THE ECONOMIC RECORD MAY 


, 


der Nationalokonomie’’) rouses high expectations, which are stimv- 
lated by a preface by Professor Lutz. He writes: ‘‘The width of 
its conception, the severe restriction to fundamentals and the apparent 
passionate sharing in the fate of mankind make the book a work 
of singular value, the like of which has so far not been produced 
by the literature on economic policy’’.t And there is probably 
widespread agreement among economists that there is an urgent 
need for a book which concentrates on the fundamentals of economic 
policy. 

The work is divided into five ‘‘books’’. Book I provides a ‘‘first 
orientation on the problem of the policy of the economic order’’. 
The task of economic policy (this concept to be taken in a wide 
sense) is to ensure efficient and satisfactory ‘‘direction’’ (this, too, 
to be taken in a wide sense, including automatic direction) of the 
economic process. The problem of direction, immensely complicated 
in modern societies, includes the problems of distribution and 
economie security. It can be solved only in conformity with ‘‘orders”’ 
(‘‘Ordnungen’’) realized in other fields of life, and on the basis 
of realism and experience. And it can be solved only if we ‘‘think 
in orders’’, if we see in the complexities of reality applications and 
combinations of the two fundamental forms of economic life: the 
centrally directed economy (‘‘Zentralverwaltungswirtschaft’’) and 
the free exchange economy (‘‘ Verkehrswirtschaft’’). 

Book IL gives ‘‘ Experiences and Critique’’ of various economic 
orders. The author’s critique of the laissez-faire system concentrates 
on the development of monopolies (and, more generally, strong forms 
of imperfect competition) which it has allowed; he also points to 
the dangerous monetary system connected with it (the danger con- 
sisting of the possibility of creation and destruction of money by 
private banks), and to the movements away from equilibrium, for 
which he holds insufficient adjustability (at least partly due to 
monopolies) and the monetary system largely responsible. The 
centrally directed economy, especially in its German manifestation, 
with which, of course, the author was well acquainted, is criticized 
for disproportionalities in the structure of production (e.g., sufficient 
production of coal, but no waggons for their transport), impossibility 
of a proper economic calculation, a preference for a large volume 
of investments, undertaken to increase the power of the leading 
stratum, ‘‘under-provision’’ with consumer goods resulting from 
these defects, decreased possibility of realization of ‘‘social justice’’ 
and real ‘‘social security’’ as a result of the individual’s dependence 
on the discretion of the leaders. In a chapter on the ‘‘Policy of 


1 Reviewer's free translation. 
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the Middle Road’’ full employment policy is criticized for its 
tendency to eliminate proper economic calculation, for its resulting 
tendency to a depression of the standard of living, its tendency to 
think in ‘‘aggregates” with the resulting possibility of dispropor- 
tionalities, and its tendency to lead to central direction. The policy 
of partial central direction (nationalization of parts of the apparatus 
of production) is criticized for its incorrect direction of production 
(unless the price system is allowed to direct these parts, but then 
central direction is pointless) ; and the corporative order is criticized 
for its tendency to lead to a struggle between the various economic 
groups. 

In Book III, ‘‘Freedom and Order’’, the author re-states the 
problem: how to establish an economic order which at the same 
time functions well and satisfies the desire for justice. He points 
out the central importance of personal liberty for the solution of 
the social question, makes some remarks about the deterioration of 
our thinking, fights the opinions that the development of society is 
predetermined, and that the development of technique tends to 
eliminate competition. 

He then goes on, in Book IV, to set out his solution of the 
problem: the competitive order. The dominating type of market 
in this order is complete competition (‘‘vollstandige Konkurrenz’’). 
But ‘‘Eigenwirtschaft’’ (production for the producer’s own use) 
should play an important complementary role, making people less 
dependent on the market. The competitive order should be based 
on ‘‘econstituting’’ and ‘‘regulating’’ principles. The former are 
(1) Every measure of economic policy shall satisfy the condition 
that it contributes to the establishment of an efficient price system 
under complete competition; (2) there shall be a stable monetary 
system (as such the commodity reserve system is selected); (3) 
markets shall be ‘‘open”; (4) there shall be private property in 
means of production; (5) there shall be freedom of contract, but 
within certain limits; (6) liability shall be less restricted than under 
the system of limited liability to which we are used; (7) economic 
policy shall be constant; (8) all these principles make one whole. 
The regulating principles are: (a) such monopolies as are wnavoid- 
able shall be supervised by an independent public ageney; (b) the 
unequality of incomes shall, to an extent not endangering the fune- 
tioning of the system, be corrected; (¢) in eases where private cost 


oe 


calculations are incorrect (‘‘social costs’’), freedom of enterprise 
shall be restricted; (d) in cases where negative elasticity of supply 
of labour would lead to a great decline of wages minimum wages 
shall be considered. 
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A competitive order on these principles will largely solve the 
business cycle problem and the social question, although in the 
latter respect the state may have to take complementary action. 

Book V deals with ‘‘Die Tragenden Krafte’’ (literally trans- 
lated, the carrying powers). The ‘‘ordering potencies’’ are the 
State, science (in the wide sense of ‘‘Wissenschaft’’) and the 
Churches. The author advocates a reorientation of the attitude of 
many social scientists towards ‘‘what should be’’. Private interest 
(not to be confused with selfishness) should be the basis of economic 
activities, but should be kept in check where it is inimical to the 
general interest. 

The competitive order, in the author’s closing words, is a pro- 
gramme not only of economic but also of ethical value, and it can 
stand up against the programme of totalitarianism. 

This very brief and incomplete summary may give an impression 
of the contents of the book, which cannot fail to enrich its readers. 
This, however, does not necessarily mean that it will satisfy them. 
The reviewer, at least, feels some grave and many less serious reasons 
for dissatisfaction. 

One of his grave objections, perhaps the gravest, is that the 
author never explicitly asks the question: what shall be the ends 
of economic policy? Does not this question lie at the very root of 
the problem? The author is not quite silent about it; he assumes 
(Chapter 1) that it is the function of the economic order to combat 
scarcity. But he only assumes, and does not argue this. Perhaps 
some people, drenched in textbook economics, will agree with the 
author’s apparent belief that it goes without syaing, at least without 
arguing, that the combating of scarcity is the function of the economic 
order. But are not there other possible, and actual, ends of economic 
policy: security, full employment, social justice (whatever that 
may mean), and, in war, or near-war, national power? True, security, 
full employment, justice are mentioned here and there, but they 
are not discussed as ends of economic policy, on the same level as 
a rising standard of living. By taking account of one one end the 
author makes the problem of economic policy much simpler than 
it is when two or more ends have to be taken into consideration. 

But, one might retort, the author believes that his competitive 
order will, with the solution of the scarcity problem, also solve, as 
satisfactorily as possible, the problems of full employment, security 
and justice; therefore his omission does not really matter (leaving 
war aside). But is that belief well founded? There are reasons to 
doubt it. The author’s arguments do not seem very convincing. 
Space forbids to mention and weigh them, but let one remark be 
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made which bears upon security and full employment. The hog 
cycle shows that economic fluctuations are quite possible in a com- 
petitive order. As a matter of fact, this order is a breeding ground 
for such fluctuations, because each producer does not see that his 
actions (increase or decrease of output) will exert any appreciable 
influence on the market. Hog production by a monopolist would 
not show the great fluctuations that hog production by many com- 
petitive producers has shown. This argument can also be applied 
to the business cycle; the more competitive the economic order, the 
less each individual actor on the stage can influence the course of 
events, and the more he will be inclined to exaggerate. A competitive 
order may be adjustable, but would the adjustments not overshoot 
the mark? 

Be this as it may, the ends of policy no doubt belong to the 
‘Foundations of Economie Policy”, and absence of discussion of 
them seriously weakens Eucken’s foundations. They are also weak- 
ened by what the reviewer cannot help regarding as parti pris in 
favour of a system of freedom and against a system of central 
direction. The author’s list of defects of the laissez faire system 
is far from complete; his list of objections to the centrally directed 
economy contains some very dubious points. His list of defects of 
the laisser faire system (Chapter IV) mentions monopoly power 
and instability of the monetary system. There is nothing about the 
wastes that free competition sometimes entails (half a dozen milkmen 
in one street), nothing about the technical backwardness that is 
sometimes connected with it (retail trade, the British coal industry 
before nationalization), nothing about the social incorrectness of 
eost-caleulation under laisser faire owing to inequality of purchasing 
power (opportunity cost in money is not identical with opportunity 
cost in utility, which is what really matters), nothing about the 
lack of knowledge which may lead small competitive producers astray, 
ete. Insufficient emphasis is laid on the evil of depression and mass 
unemployment, and we find suggestions (pp. 165, 186) that the 
evil of unemployment became serious only with the arrival of the 
“era of experiments’’ (after World War I). 

On the other hand, the author’s picture of the centrally directed 
economy seems all too black. The leaders of this economy invest too 
much, and they do so not in order to increase the future flow of 
consumer goods but in order to increase the power of the State 
(the ruling stratum). They have no respect whatever for the con- 
Sumer who does not possess a scrap of ‘‘sovereignty’’. State mono- 
polies ‘‘have regularly pursued the same policy as private mono- 
polies’’ (p. 174). Are these statements true? Perhaps they are—to 
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a certain extent. Perhaps it is true that in the Nazi economy (the 
author’s main empirical source) the leaders invested too much, only 
to increase their own power, etc. But the author takes a dangerous 
step by generalizing such facts (if they are facts) and by attributing 
them to the centrally directed economy in general. Is not his experi- 
ence, and man’s experience, with the system of central direction too 
limited to allow general conclusions? 

But the question should also be asked if the statements quoted 
do really represents facts of experience. How does the author know 
that the leaders of the Soviet Russian economy do not undertake 
investments at least partly in order to increase the future flow of 
consumer goods? They have often said that they have this end in 
view, and how does the author know that this was always a total 
lie? How does he know that the leaders of Nazi Germany and Soviet 
Russia did and do not take any account of consumers’ needs and 
wants? It sounds very improbable that consumers have lost all 
sovereignty in these economies, and, indeed, a recent and objective 
visitor to Russia states that ‘‘in practice . . . there is a good deal 
of consumers’ sovereignty”.2 That State monopolies behave like 
private monopolies is certainly not true for a considerable number 
of cases. 

The central part of Eucken’s work is his construction of the 
best economic order, the competitive order, a summary of which 
has been given above. What to think of it? The reviewer is inclined 
to sigh, with a famous compatriot of the author, ‘‘Ich hor’ die 
Botschaft wohl, allein mir fehlt der Glaube’’. He does not believe 
that it will be possible to restore competition to the extent that 
the author believes this possible, he does not believe that the com- 
petitive order, if it could be established, would solve the problems. 
It is impossible to give all the reasons for this lack of belief, but 
to do justice to the author’s labours one or two ought to be men- 
tioned. His solution of the monopoly problem in the competitive 
order (he admits that some monopolies are unavoidable) is very 
unsatisfactory. He advocates a central agency for the supervision 
of monopolies, to prevent monopoly prices and ensure competitive 
prices. In principle the price should be fixed so that there is 
equilibrium of supply and demand, and so that the price just covers 
marginal cost. The author neglects the possibility that marginal 
cost, at the quantity produced according to this rule, is less than 
average cost. But, he adds (and he is certainly right here), calcula- 
tion of marginal cost is often extremely difficult, and therefore it 


2. P. Wiles, Soviet Economics, in Soviet Studies, October, 1952, p. 135. The statement 
is reiterated on p. 136. 








195: 


wot 
ave 
the 
ave 
mol 
unt 
mir 
not 
to ¢ 
whi 
bas 
dar 
aut 
con 
vis 


con 
pro 
see 


sur 


mu 
ace 
his 
son 
fre 
ob 
it : 
die 








mwa eet = ee ee eT CU 


oO —_ G&G ~~ 


r 








1953 EUCKEN: WIRTSCHAFTSPOLITIK 123 


would be desirable, in cases where marginal cost is higher than 
average cost, to choose the point of intersection of average cost and 
the demand curve (p. 297). It is not disclosed whether or not 
average cost is supposed to include ‘‘normal profit’’. If not, the 
monopolist is not allowed to make any profit, which is, of course, 
untenable. If ‘‘normal profit’’ is included, the difficulty is to deter- 
mine normal profit in case of a monopoly—a difficulty which is 
not discussed and which is probably insoluble. The author seems 
to assume that the calculation of average cost is easy—an assumption 
which is far from realistic in many cases of joint production. That 
basing price on cost (whether average or marginal) creates the 
danger of uneconomic production is not mentioned. Nor does the 
author seem to be aware of the difficult problem whether or not the 
competitive price fixed for the monopoly ought to operate also 
vis a vis foreign buyers. 

The monetary system of the competitive order should be the 
commodity reserve system. But what practical value does such a 
proposal possess? There is no possibility whatever that in any fore- 
seeable future the powerful vested interests and the popular belief 
in gold will loose their hold on policy. And can we be sufficiently 
sure of the practical workability of the system? 

Generally speaking, the author’s competitive order seems too 
much a product of the study and his sympathies. It takes insufficient 
account of intractable reality. It will convince, like other parts of 
his book, only those who are already convinced. 

These are the reviewer’s main criticisms. They are made with 
some reluctance. The reviewer is not unsympathetic to a system of 
freedom. He is an admirer of the author’s Fowndations of Economics. 
He dislikes finding fault with a work into which the author has so 
obviously put his heart, that is so obviously good. And he feels 
it as hardly fair to deal out blows to the work of a man who recently 
died. 

But, fortunately, the book does not give rise to criticisms only. 
In spite of its weaknesses, it is an important book. It is important 
because it poses the problem of economic policy, it sheds light on 
many aspects of it, it goes down to fundamentals, it is rich in 
thought, it sets the reader thinking. And it sets him thinking on 
what are, in the reviewer’s opinion, the right lines: on the line of 
“economic orders’’ and on the line of experience and facts. The 
subject of the book is most important and most interesting. It is 
also most difficult—so difficult that perhaps nobody could treat it 
quite satisfactorily. 

C. WESTSTRATE. 
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Welfare and Competition. By Tibor Scitovsky. (George Allen & 

Unwin Ltd., 1952.) Pp. xvi + 450. 25/- stg. 

In this important book, Professor Scitovsky of Stanford Univer- 
sity aims ‘‘to bring together price theory and welfare economics’’, 
{t is, therefore, an analysis of the working of various forms of 
market organization to see how far each form satisfies standards of 
equity and efficiency derived from the theory of consumer choice 
and a perfect competition model. He examines the technological 
and economic efficiency of the firm, the industry, and the whole 
productive system in three model economies—perfect, free, and 
restricted competition. 

His conclusions are as follows:—Perfect competition, despite 
its deficiencies, is the ideal. In many respects, efficiency under free 
competition approaches that under perfect competition. This is true, 
for example, in terms of the satisfaction of consumer preferences, 
the technological organization of the firm, and income distribution. 
But free competition has a poor efficiency record in terms of job 
allocation, excess capacity, and the use of capital-intensive methods 
of production. 

Restricted competition is generally less efficient than free com- 
petition. But it is superior in regard to the use of economies of 
seale, excess capacity which is prevented by restrictions on 
entry, and job allocation which may be better with union participa- 
tion than under free competition. Moreover, monopoly may well be 
more efficient than oligopoly. 

Part III (‘‘The Price Maker’s Behavior and Free Competi- 
tion’’) is the stimulating core of the book—a study of imperfect 
competition with free entry. 

First, he discusses the stability of the price maker’s behaviour, 
a stability accounted for in part by the costs of change and, notably, 
by the ‘‘turnover lag’’. This ‘‘lag’’ is the time it takes consumers 
to respond fully to a change in the policy of a firm. The ‘‘lag’’ is 
greater for price cuts than for increases, and it lessens ease of entry 
into the many markets where consumer ignorance is substantial. 

Second, his analysis of price policy gives the key position to the 
‘‘profit margin’’. This is the percentage gross margin which the 
business man adds to his average variable costs (taken to represent 
marginal costs) in order to fix price. To maximize profit (where 
M.R. = M.C.), this margin will be the reciprocal of the long-run 
elasticity of demand. Hence, whatever determines elasticity also 
determines the optimum profit margin. As part of the stability of 
the business man’s behaviour, the percentage gross profit margin 
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tends to be ‘‘traditionally and fairly permanently fixed’’ (p. 289). 
It follows that, unless elasticity of demand has altered, the business 
man tends to alter price by the same percentage as changes in 
average variable costs. 

Thirdly, along with the profit margin, Scitovsky introduces the 
concept of ‘‘variation cost’’. To sell an additional unit, the business 
man incurs two kinds of cost—the marginal cost of production, and 
the ‘‘variation cost’’ of persuading consumers to buy the unit. 
“Price variation cost’’ is, then, the loss of receipts through selling 
an extra unit by lowering its price. It is the difference between 
price and marginal revenue, and, since M.R. = M.C., it is equal 
to the profit margin. The concept is extended to all aspects of the 
business man’s offer, and he will adjust all aspects so that their 
variation costs are equal to the profit margin. 

Finally, there is an examination of the conditions of free com- 
petition. Here, he shows the ‘‘uninformed market’’ to be a major 
restraint on free competition. ‘‘A market is uninformed when the 
average buyer has an incomplete idea of the nature of the goods 
or services he buys, and judges their quality not by his own standards 
but on the basis of advertising, trade marks, . . .’’ (p. 334). In 
Part IV, he concludes that, in the ‘‘uninformed market’’, large 
advertising outlays raise the cost of entry, increase the ‘‘turnover 
lag’, and allow existing firms to establish strong consumer pre- 
ferences. 

But there are several criticisms to be made. First, one may 
well question the need for almost half the book relating to perfect 
competition and so serving ‘‘merely to define the meaning and 
state the conditions of efficiency in economics’’ (p. 229). Second, 
the concept of the ‘‘profit margin’’ needs to be developed more in 
terms of its significance for equity and efficiency under imperfect 
competition. If firms do use a stable margin to fix price, new light 
is shed on such matters as the wage-price spiral, the wage share 
in the national income, and the role of trade unions in full 
employment. ’ 

Thirdly, it is worth comparing Scitovsky’s work with a recent 
article by T. Wilson—‘‘The Inadequacy of the Theory of the Firm 
as a Branch of Welfare Economics’’. (0.E.P., Vol. 4, No. 1, Feb- 
truary, 1952.) Both are concerned with two main branches of marginal 
theory—the alleged wastes of imperfect competition, and the ‘‘mar- 
ginal rule’’. 

This is an excellent book for advanced students. Apart from 
the high standard of analysis, one finds throughout the book patient 
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expositions, convenient summaries, and good bibliographies. It is 
to be prized for its comprehensive review and refinement of existing 
knowledge, and for the new techniques and insights it offers in that 
basic but often frustrating field of economics, the theory of value. 


BRUCE M. CHEEK. 


Principles of Economic Development. By Paul R. Fossum. (The 

College Press, Tacoma, Washington.) Pp. 247. $3.00. 

This is a small volume with a big objective. It is intended ‘‘as 
a suggestion to those who look for some pattern and system in 
the socio-economic development of the race’’. (Preface.) Unfortu- 
nately the author means what he says, and proceeds to attempt an 
interpretation of the growth of all ‘‘groups’’, which, ‘‘since they 
all seem to be built on the same pattern though they may vary as 
to power’’ (p. 29) can apparently be done by means of an investi- 
gation into only one of them—the U.S.A. Inevitably the argument 
is loose, badly thought out, and badly written. In addition, the 
author has been maltreated by his printer. 

The ‘‘vision’’ is of a series of ‘‘groups’’, composed of multiples 
of ‘‘trading units’’, and corresponding to the modern term 
‘‘nation’’, which all have a common growth pattern. These originated 
in the East and have, in the search for food, gradually advanced 
their frontiers westward like a ‘‘huge devouring monster’’ (p. 22). 
Turner’s ‘‘frontier’’ thesis thus plays a prominent part in his 
principles, wedded to a Malthusian-type theory. The whole is a 
very crude economic interpretation of history. The market, which 
requires for its successful working, peace, freedom, and private 
ownership, is the institution from which the activities of man radiate, 
and thus is the core of the development of any group. Add to this 
a notion of a subsistence level of foodstuffs requirements, and an 
inherent urge to live at the best possible standard, and we have 
the basic ideas. The pattern of development then follows. 

After a survey of the system, there are chapters on the role of 
agriculture and of the cycle, on population development and the 
nature of labour and wages. Other chapters deal with functions 
of the market, money and credit, capital and interest, the entre- 
preneur, and the nature of the state; but none of them does anything 
to clear up the many confusions in the book between scientific analysis 
and normative prescriptions; to reconcile logical contradictions; or 
to show that the ‘‘principles’’ have any convincing relation to the 
facts. 


N. T. DRANE. 
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Economics—An Introductory Analysis of the Levels, Composition 
and Distribution of Economic Income. By B. W. Knight and L. 
G. Hines. (A. A. Knopf Inc., New York.) Pp. xx + 917. $5.75. 


This is another American first year text book. It consists of 
forty-five chapters with the usual convenient summary and list of 
problems at the end of each chapter. 

The general approach appears to be an up-to-date one, with 
considerable stress on the ‘‘mixed’’ character of the U.S. economy. 
In the foreword the authors claim they have adopted a multi- 
approach, rather than an individual approach, such as the ‘‘psycho- 
logical’, ‘‘instiutional’’, ‘‘monopolistic competition’’, ‘‘Keynesian”’ 
or ‘‘national income’’. 

The authors also claim they have made the text suitable for 
beginners. ‘‘Indeed, the relationships of chief importance for 
beginners are qualitative rather than quantitative: they have far 
more to do with kinds of results than with specific quantities.’’ 
Also, ‘‘References to outstanding events and persons and even 
occasional uses of the informal ‘American language’ are permissible 
means of smoothing the way from the known to the unknown. In 
short, teaching experience has led us to assume that clarity requires 
an alliance between logical organization and appeal to students as 
they are.’’ 

Some of the classifications used appear strange to non-American 
students, e.g. in Chapter 27 theories of wages appear to be discussed 
as the Collective Bargaining Theory, the Marginal Utility Theory, 
the Lump of Work or Make Work Theory, the Ability to Pay Theory 
and the Purchasing Power Theory. 

Perhaps the kindest thing the reviewer can say is that he is 
very pleased to get a free copy of the book. 

ARNOLD COOK. 


Business Fluctuations. By Robert A. Gordon (Harper & Bros., N.Y., 
1952.) Pp. xvi + 624. $5.00. 


Here is a book of up-to-date outlook and treatment suited as 
much to the needs of teachers of senior students in Australian 
Universities as it is for students at Berkeley, California, for whom 
it was prepared by Professor Gordon. The book helps resolve that 
familiar dilemma of teaching staffs who ask: Shall we expect our 
Students to know social accounting before they tackle macro- 
economic theory and macro-economic theory before they examine 
cyclical theory, or should the order be some other arrangement, or 
should these big fields be approached simultaneously? Quite clearly 
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none of them can be treated in complete isolation from the others. 
But equally clearly each requires treatment for its own focal content, 
and each has so much content that simultaneous treatment would 
be choking for the student. What then seems appropriate is a 
treatment of each in such a way that the student, no matter which 
he is required by the exigencies of formal courses to take first, will 
at the same time gain enough of what he needs to know of the others, 

In this book Professor Gordon does not assume that the student 
has already had courses on national income measurement and on 
the theory of income and employment. In Part I therefore he does 
two things—(i) explains the elements of social accounting and 
(ii) develops and examines the limitations of the tools of aggregative 
analysis for business-cycle analysis. Running through Parts II and 
III, which focus on the nature and causes of business fluctuations, 
their prediction and control, we are shown to what degree these 
tools may be used. The book thus serves also as an adequate intro- 
duction to social accounting and macro-economic theory. 

Part II describes how and why an economy behaves as it does 
during business cycles, and serves to show both the usefulness and 
inadequacy of aggregative analysis. Incidentally the author discusses 
the statistical impossibility of defining any ‘‘normal’’ or ‘‘path of 
moving equilibrium’’ around which the business cycle can be con- 
ceived to deviate. While we are obliged to accept his advice that 
“it is better not to think of business cycles as fluctuating around 
any ‘normal’ level’’, it is difficult to conceive that business fluc- 
tuation does not represent the alternating movements towards and 
from some kind of equilibrium not purely statistical in its nature. 
What else do ‘‘stabilizing’’ and ‘‘de-stabilizing’’ forces (discussed 
in Chaps. 9 and 10) connote? 

Chaps. 11 and 12 offer a succinct classification and description 
of the main types of business cycle theory important enough to 
warrant examination. No university course can neglect them, even 
if some appear to be outmoded by others. Chap. 12 contains a brief 
exposition of econometric model-building. This elementary explana- 
tion of the art of the econometrician is very desirable in an up-to- 
date text on business cycles, particularly for that part of analysis 
concerned with the forecasting of business activity which the author 
examines in its various aspects in Chap. 15. 

Two chapters (13 and 14) analyze the behaviour of the American 
economy from 1919 to 1949 in terms of superimposed minor and 
major cycles. Professor Gordon’s research activities have fitted him 
to give the student a clearer understanding of the meaning and 
inter-relationship of these two cyclical patterns, at least as they 
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emerge in the United States. In this book, however, he does not 
include the further concepts of incomplete and over-lapping major 
eyeles which he advanced (apparently for the first time) in his 
report to the 1949 Conference on Business Cycles and which serve 
usefully to explain the brevity of the downswings in 1920-21, 1937-38, 
and 1949, and the vigour of the following booms. 


F. R. E. MAULDON. 


The Sterling Area. By A. R. Conan. (Macmillan 1952.) Pp. ix + 192. 

16/- stg. 

This study of the sterling area examines the facts of the system 
and gives some appraisal of their quantitative significance. While 
issues of policy are not discussed the material which is the basis of 
policy decisions has been collected for the most part from widely 
scattered official sources suggesting great industry in the search for 
and interpretation of relevant data. Where published information 
is inadequate (e.g. for the Colonies and United Kingdom’s overseas 
investments) the author has based his discussion on his own esti- 
mates. 

The introductory chapter examines the current balance of 
payments of sterling countries for the post-war years 1946-50 and 
compares aggregate figures for trade and invisibles with those of 
the pre-war year 1938. These individual accounts are then brought 
together to examine the external position of the sterling area as a 
whole and its relation to the dollar and European areas in particular. 
Variations in exchange rates of member countries’ currencies from 
the early 1930’s are examined and this chapter concludes with a 
lucid discussion of the issues and consequences of the 1949 devalua- 
tion of sterling. Finally there is a treatment of the member coun- 
tries’ capital accounts which indicate the extent of long-term 
external investment in sterling countries over the post-war years, 
the changes in debtor-creditor positions since 1939, and the growth 
of the sterling reserves of member countries. 

Throughout the book the author points to the disturbances aris- 
ing from price changes. The rapid and wide changes in prices since 
1939 disturbed the international balance of members of the sterling 
area, the overall balance, the debtor-creditor relations and the relative 
importance of individual members of the sterling system. Price 
changes rather than real changes are responsible for the difficulties 
of sterling area balance with the dollar area. Price rises aggravate 
the international accounts of countries with balance of trade deficits. 
If the terms of trade move unfavourably their balance of trade is 


1. See review, Economic Record, Nov. 1952, p. 295. 
E 
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aggravated still more. Pre-war, the sterling area ran with the dollar 
area, a balance of trade deficit which was covered by gold production, 
This deficit was increased in the first place by the rise of prices, 
secondly by the adverse movement in the terms of trade, and thirdly 
by the fall in the value of gold in terms of dollar goods. This view 
is substantiated by the E.C.A. study ‘‘Sterling Area Trade Patterns” 
which points out that if the 1948 sterling area trade with the dollar 
area had been valued at pre-war prices the deficit would have been 
smaller than before the war, since the volume of sterling exports to 
the dollar area increased by 50 per cent, while imports, in real 
terms, rose by about 10 per cent. Furthermore, if the dollar price 
of gold had risen to the same extent as other goods the adverse 
current balance of payments would have been almost eliminated. 


R. R. HIRST. 


The Works and Correspondence of David Ricardo. Edited by Piero 
Sraffa with the collaboration of M. H. Dobb. Volume V, 
Speeches and Evidence. (Cambridge University Press, 1952.) 
Pp. xxxiv + 534. 24/- stg. 

Here is a volume of five hundred pages concerned with the 
parliamentary activities of a private member over a period of four 
years. Not all the distinguished intellects who have sat in Parlia- 
ment have been distinguished as members; Newton (member for 
Cambridge University 1689 and 1701-2) would hardly justify such 
a volume. But if contemporary opinion be taken as a criterion, 
from that of his fellow-members to that of a man of letters like 
De Quincey, Ricardo was one of the most distinguished private mem- 
bers in Parliamentary history. 

There is at least one good argument for the pocket boroughs 
of the unreformed House of Commons: the possibility that a Ricardo 
could represent one. In his few years in Parliament Ricardo made 
a deep impression, inside and outside the House. His candour, his 
modesty, his transparent disinterestedness, gained high respect. Sixty 
years ago Edwin Cannan wrote a sketch of his Parliamentary 
career. It is unlikely that since then anyone except Mr. Sraffa has 
read through even Hansard in search of his speeches. But Mr. Sraffa 
has done much more than read through Hansard. He has collated 
its reports with those of the most reliable newspapers, and brought 
together the evidence given by Ricardo before Parliamentary com- 
mittees and his speeches outside Parliament. The two papers on 
Parliamentary Reform available in McCulloch’s edition naturally 
find their place in this volume. The Introduction gives a detailed 
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account of the negotiations for the purchase of a seat which brought 
Ricardo into Parliament. It was, of course, a straightforward com- 
mercial transaction, considerably less intricate one imagines than 
the procedures by which pre-selection is sometimes secured in 
modern times. Mr. Sraffa’s explanation of the way in which Parlia- 
mentary speeches were reported in that day is extremely interesting ; 
as usual precision and clarity conceal the labours of scholarship. 

Ricardo was a type of independent member who could hardly 
be an acceptable representative of a modern constituency. He 
entered Parliament as an expert in economic affairs and with the 
exception of one class of subjects hardly spoke on anything else. 
As De Quincey wrote: ‘‘Those who stood neutral to all parties 
remarked that Mr. Ricardo’s voice—though heard too seldom for 
the wishes of the enlightened part of the nation—was never raised 
with emphasis upon any question lying out of the province in which 
he reigned supreme, except upon such as seemed to affect some 
great interest of liberty or religious toleration’’. On such issues he 
was invariably to be found on the liberal side. 

His last speech was as seconder to a motion (negatived by the 
House) approving free discussion of religious doctrines without 
liability to prosecution. His most important economic speeches were 
on currency matters and the recurrent question of the distressed 
state of agriculture: he returned frequently to the defence of his 
plan for an economical and secure currency, embodied in Peel’s Act 
of 1819, and in his opinion unwisely departed from by the Directors 
of the Bank of England. There is ample evidence that these frequently 
intricate speeches were listened to with attention and respect. The 
personal respect is evident in the remarks of members to the last; 
although as Mr. Sraffa notes, after his proposal of the tax on capital 
to pay off the national debt he came to be looked on as a theorist. 
That would probably have been a fatal disability for the holding 
of office had he not died prematurely, even if his disinclination to 
attach himself to a party had been modified in the course of time. 
The Postmasters-General are (rightly) drawn from the ranks of the 
Henry Faweetts rather than from the tiny company of Ricardos. 


J. A. LA NAUZE. 


Ten Great Economists. By Joseph A. Schumpeter. (George Allen 
and Unwin Ltd., London.) Pp. xiv + 305. 21/- stg. 


Any would-be reader of this book has probably bought it by 
now—on the strength of his feelings about Schumpeter’s greatness, 
on the recommendation of reviewers in overseas journals, or on the 
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assumption that like most biographies this ought to be good, and 
especially good since Schumpeter is unlikely to pull any punches. 

If he has bought it for any or all of these reasons, then he 
will probably feel that he has got his money’s worth, especially 
in essays such as the ones on Taussig, Fisher, Mitchell and Keynes, 
where the element of personal feeling is most marked. The long 
essay on Marx should be well known from its original source; on 
Marshall and Walras Schumpeter is especially revealing. 

The bringing together of the essays has shown up the quality 
of each by comparison and contrast. There is a certain monotony 
of style, however, Schumpeter being much given to dramatic generali- 
zations about ‘‘broad sweeps’’ and ‘‘shaking movements”. But the 
fact that he gives full reign to a dramatic temperament has great 
compensations as well: the noises-off are well balanced by pointed, 
tart, prejudiced and wholly human dialogue on stage. Some of the 
judgments are now famous: for example, the one about Victorian 
middle-class values in his essay on Marshall. Others are not new, 
and were not new when Schumpeter used them, but they acquire a 
new quality of penetration in his writing. 

A writer in Econometrica said recently: ‘‘No amount of mathe- 
matical technicality, however refined, can ever replace intuition, 
this inexplicable function which takes place in the brain of a great 
intellectual who at the same time understands mathematics and 
economic theory in a more orthodox sense and who has lived long 
enough (or, more correctly, intensively enough) to accumulate 
human experience and a sense of facts. This intuition is an art, 
the art of realistic model building, the art of making realistic 
abstractions, the art in which such men as Ricardo and Schumpeter 
excelled. This intellectual activity is and will always be the vital 
part of our science . . .”’ 

Schumpeter’s intuition is well displayed in this book, and an 
appreciation of how it worked will account for curious gaps, hostili- 
ties and enthusiams. Indeed, a contemplation of the book as a whole 
causes one to wonder if, perhaps, since American economists now 
seem to be discovering that Keynes minus panic equals Robertson, 
whether it should not be reckoned that Marx minus mumbo-jumbo 
equals Schumpeter. 


CYRIL RENWICK. 


Introduction to Economic History 1750-1950. By G. D. H. Cole. 
(Maemillan and Co., Ltd., London, 1952.) Pp. x + 233. 10/-. 
Economic historians have for long been the target for challenges 

from various quarters, not least from the economists, to justify from 
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a utilitarian point of view their chosen field of study. For those who 
can spare the time to reply, this book might well be regarded as 
exhibit A in the case for the defence. For while it does not, as the 
author himself is well aware, say anything to the economic historian 
qua economic historian, it nevertheless makes a good deal of sense 
of the current world situation in the light of the economic history 
of the two hundred years preceding its emergence. 

Professor Cole’s theme is the tremendous speeding up in the 
rate of increase of productivity associated with the mechanization 
of industry and its impact on the social structures of the countries 
of the world. The natural starting point, then, is the industrial 
revolution in England, and its progress is indicated by the process 
of halting the march of time at the dates 1750, 1815 and 1850. The 
chapters which follow are concerned with the effects of industrializa- 
tion on France, Germany and the United States, and the implica- 
tions of the transformation of the Western powers for the economic- 
ally backward areas of the world. Some consideration is given to 
the hothouse growth of the Soviet Union as an industrial nation. 
Despite the wide range of subjects covered under these heads, the 
author never departs from the clarity which is characteristic of 
his work, and there is no suggestion of tedium. Countries are dis- 
cussed in a world context so that the reader is not made to feel, as 
so often happens in this sort of writing, that he is being trans- 
ported blindfold from one political entity to another. 

So well, in fact, does Professor Cole perform his task that out 
of the chaos of the vast differences in social organization of countries 
to-day he is able to produce significant uniformities like rabbits 
out of a hat. In a very readable short book he convincingly demon- 
strates that events of the present day have their economic roots in 
the past. And he does this without offering glib solutions to present- 
day dilemmas. With the possible exception of his treatment of the 
relation between the Soviet Union and colonial nationalism, he does 
not fall into the obvious trap of being too facile. 

The book contains some useful tables and charts, a map illus- 
trating the partition of Africa, and a date list which relates the 
main inventions since 1750 to contemporary political and social 
events. There is no bibliography. 

Professor Cole is, of course, particularly gifted for this sort 
of work, and it is well that he has assumed the mantle of the pioneer 
in the field. He has done something to raise the economic historian’s 
prestige by giving a practical demonstration that his subject can 
be both interesting to the layman and relevant to current affairs. 


W. A. SINCLAIR. 
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The Ethics of Redistribution. By Bertrand de Jouvenel. (Cambridge 

University Press, 1951.) Pp. ix + 91. 18/6 stg. 

This little book is not Economics, but, as the title indicates, 
Ethics. However, it can be recommended to all economists 
who are interested in the non economic facets of their problems. 
The distinguished author offers us a wealth of penetrating, thought- 
provoking, sometimes contradiction-provoking remarks. He is very 
eritical of redistribution in its ethical aspect. Probably many people 
take it for granted that redistribution is morally good; the belief 
is ‘‘in the air’’. It is very wholesome that conventional or fashionable 
beliefs are attacked from time to time and that their adherents are 
compelled to justify them—or to abandon them for a better belief. 

The author leaves out of account the economic side of redistri- 
bution: he assumes that redistribution does not affect the volume 
and growth of production. The question might be asked whether it 
is not ethically desirable ‘that real national income be maintained, 
or increased. If the answer is yes, the author has neglected a possible 
line of attack. Probably he has done so because he wished to restrict 
himself to less controversial ones. 

The book consists of two chapters. The first is a brilliant 
attempt to show that the ideal of redistribution is really hollow. 
‘*What is to be held against them (i.e. the redistributionalists) is 
not that they are utopian, but that they completely fail to be so; 
it is not their excessive imagination, but their complete lack of it; 
not that they wish to transform society beyond the realm of possi- 
bility, but that they have renounced any essential transformation; 
not that their means are unrealistic, but that their ends are flat- 
footed.’’ The second chapter argues that redistribution means in 
practice a redistribution of power from the individual to the State. 
‘‘The method of so-called redistribution through the agency of the 
redistributing State, and its outcome, the favouring of corporate 
bodies over individuals, seems to us to pertain to a vast evolutionary 
process which will not result in equality, and in which the egalitarian 
ideal is put to work, in all good faith, for ends other than itself.”’ 
An Appendix calculates the potentialities of ‘‘pure redistribution”’ 
for Great Britain, and finds them surprisingly small. 

Economists will probably put question marks by some passages 
which do not belong to Ethics but to their own field. And every 
reader will probably put question marks by some other passages. 
It goes without saying that this in no way detracts from the merits 
of the book. 


C. WESTSTRATE. 
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Essays in Social Theory. By G. D. H. Cole. (Maemillan & Co., Ltd., 
1950.) Pp. 251. 15/- stg. 

This book contains sixteen essays written during 1941-50, ‘‘each 
standing by itself’’, but with ‘‘a certain unity of outlook’’. There 
are essays on Nationality, Reform in the Civil Service, Ideals and 
Beliefs of the Victorians, Auguste Comte, and the Communist Mani- 
festo, which show less ‘‘the unity of outlook’’, of the rest of the 
book—consequently they are less important. The ‘‘unity of outlook”’ 
is that of G. D. H. Cole, the Socialist and strong individualist, so 
much of an individualist that he believes socialism is the only way 
(and its main justification) to preserve and extend scope for the 
individual. 

The ‘‘unity of outlook’’ originates, I think, with Cole’s own 
interpretation of Rousseau. He sees the essential point of Rousseau 
to be the ‘‘notion of will, rather than so passive a notion as ‘consent’ 

. or obedience . . . the will of the citizens as men’’. Rousseau’s 
“General Will’’ is not a ‘‘group mind’’, but the desire to benefit 
an association rather than the individual alone. But the individual 
never can exercise his will, his sovereignty, in a very large group, 
he never can delegate his will or be ‘‘represented’’. He can exercise 
his sovereignty, his will, the very essence of it all, only directly. 

Laissez-faire or ‘‘liberal’’? democracy has always opposed the 
formation of groups within the State. It believes that political repre- 
sentation in the huge State is the essence of democracy, but in fact 
Professor Cole believes its essence is the formation and operation 
of groups. ‘‘Democracy can work in the great States . . . only if 
each State is majle up of a host of little democracies, and rests finally 
not on isolated individuals but on groups small enough to express 
the spirit of neighbourhood and personal acquaintance.’’ Professor 
Cole believes there is no invisible hand, men have to act and their 
decisions must have social and moral effects. It is man’s moral duty 
to be ‘‘good’’ and also his ‘‘rational duty to be sensible”. There has 
been great progress in these things. To-day, notwithstanding the 
evils of modern war, is much better than the ‘‘good old days’’. 
There has been progress in morality and rationality, but it has 
been gained only by deliberate organized action . . . by the forma- 
tion of groups possessing moral, rational and democratic aims. How- 
ever, in the past most of these groups have been the response to 
persecution, intolerance and injustice. Is democracy only a by- 
product of such things? Professor Cole’s answer seems to be ‘‘yes’’. 
If it is to be preserved and extended, therefore, it can be so only by 
the deliberate and organized action of groups with democratic aims. 
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These must be ‘‘workshop’’ and ‘‘neighbourhood’’ groups. The evil 
of Western society is that it is conducted with only lip service to 
individualism, but it deprives the individual of scope to exercise 
his will. Education fails in its lack of emphasis on creative activity, 
industrial and political organization tends to the atrophy of drive 
and incentive. 

Professor Cole’s inaugural lecture at Oxford is the first chapter. 
Dealing here, and later, with education, ‘‘the unity of outlook” 
is present in a belief that it is wrong to maintain water-tight sections 
in social inquiry and teaching. Economics is still based on an assump- 
tion of a self-acting economic world, and political science sees the 
State as separated from the economic field, both attitudes being 
derived from laissez-faire notions. What is wanted is ‘‘not less 
specialization, but less isolation of specialized studies from the general 
study of society as a whole’’. 

The social and political theorist studies ‘‘institutions’’ (any- 
thing which forms part of the effective framework of a ‘‘society’’) 
but to discover ‘‘men’s thoughts in relation to their behaviour’’. He 
does not judge men according to his own values, but ‘‘puts himself 
into other men’s minds”. But he does make judgments himself. 
Professor Cole believes there is ‘‘a fundamental common morality” 
of, say, Western civilization, which is not a product of class, nation 
or individual interests. It looks as if it is a product of getting rid 
of false ideas centreing in some entity regarded as superior to 
individual men and women, or in some ‘‘one true doctrine’’. Social 
good in this form is studied by the social and political theorist as 
a product of the working of ‘‘social institutions’’, and Professor 
Cole’s personal philosophy and general activity is the other side 
of the coin, because he believes that ‘‘social good’’ can be achieved 
only through the working of social institutions, in which the indi- 
vidual plays a positive, active and constructive role. 


J. F. CAIRNS. 


Equality. By R. H. Tawney. Fourth edition. (George Allen and 
Unwin.) Pp. 285. 15/- stg 


It is a commonplace that, of recent years, the idea of equality 
has tended to move from the centre of social discussion to its rather 
vague periphery. Nevertheless the new edition of Professor R. H. 
Tawney’s Equality will be greatly welcomed. At once the work of 
a profound thinker and a master of the English language, it is a 
penetrating analysis of social relationships and policy which has 
become a classic. 
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Delivered as the Sir Halley Stewart lectures in 1929, Equality 
was first published in 1931. Another edition was published in the 
same year. Seven years later, a third and much revised edition 
was produced to satisfy the large demand which existed for it. This 
new edition, the fourth, is in substance mainly a reprint of that of 
1938; the first six chapters, with a few minor corrections, being 
the same, but there is an additional new chapter. 

The thesis of 1938 therefore still stands. To discuss it would 
be an affront, as it is already too well known and part of our 
present thinking. The new chapter, however, does call for comment. 
In it, Professor Tawney has examined some of the more striking 
changes which have occurred in England since 1938. We are informed 
that, for one thing, there has been a redistribution of income and 
property. In the decade between 1938 and 1948 wage-earners as a 
class gained relatively at the expense of the rest of the community. 
Their share of the national income rose from 39 per cent to 48 per 
cent, while that of the salaried workers fell from 25 per cent to 
21 per cent. The entrepreneurial and rentier class experienced a 
still greater drop from 34 per cent to 28 per cent. In addition, we 
are informed that whereas in 1936 1 per cent of the total population 
owned 55 per cent of private property, by 1946-47 this proportion 
had declined to 50 per cent. Significant as these changes may appear, 
nevertheless Professor Tawney rightly suggests that ‘‘there is a 
long road to travel’’ before economic equality is a reality. 

Another, and even more arresting, change is the growth of the 
social services. Measured in monetary terms and at 1936 prices, 
expenditure per head of population more than doubled itself between 
1936 and 1950, rising from £7/4/- at the first date to £15/4/- at 
the second. Doubtless the existence of the social wage contributed 
in a measure to a shift in real income, but its true significance lies 
not so much in the quantitative gain to individuals or classes, as 
in the qualitative change which occurs in a society from which the 
disabilities affecting particular classes have been diminished or 
removed. This point is too often forgotten, but it has been brilliantly 
underscored by the writer. 

In the last section Professor Tawney has thought fit to examine 
the question of the alleged antithesis between Equality and Liberty. 
This, perhaps, is the weakest part. Very little is really said, but 
it is suspected that the subject itself is an empty one, and little 
can be said. 

Equality is a book which ought to be read and re-read. It could 
inspire someone to discover the mainspring of inequality in Australia. 


J. GINSWICK. 
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British Working Class Movements: Select Docwments 1789-1875, 
By G. D. H. Cole and A. W. Filson. (Macmillan & Co., London, 
1951.) Pp. xxii + 629. 45/- stg. 


This is a most comprehensive book of documents covering the 
different phases of working class movements in Britain. The twenty- 
one chapters illustrate practically all phases of working class 
activity—political, economic, social, philanthropic and_ rebellious. 
They cover also many activities which were middle class; which were 
not of the working class but for the working class. In this category 
come the activities of such people as the 18th century parliamentary 
reformers; there are numerous documents on the activities of indi- 
viduals and societies for constitutional reform from 1770 to 1800, 
including accounts of the trials of such reformers as Thomas Muir 
and Thomas Hardy. For good measure we are also given extracts 
from the repressive legislation of this period; later on we find 
examples of its use. 

The trade union activities of the period naturally take up a 
large part of the book; together with extracts from the legislation 
on the subject they occupy six chapters, over one-third of the total 
number of pages. This is not an undue proportion of the total 
space, seeing that trade unions have been the main support of the 
labour movement. It follows that while these sections do not give 
the detailed exposition of the structure of trade unionism that is 
to be found in W. Milne-Bailey’s Trade Union Documents (1929), 
they do illustrate the main phases of trade union history in this 
period. Moreover, the Milne-Bailey collection includes hardly any- 
thing earlier than 1875; the present work therefore is a useful 
complement to it. 

In addition these documents illustrate the ferment of ideas in 
the mind of radicals like Thomas Spence, William Cobbett, Robert 
Owen and others; there is also ample illustration of the repressive 
policy of governments both in the period 1815-20, and 1832-34. The 
pioneers of ‘‘labour economics’’ also receive their share of attention, 
along with the inspirers and founders of the co-operative movement. 
Nor are the movements of revolt overlooked, from the violent out- 
bursts of the Luddites to the only slightly more restrained protests 
against the ‘‘New Poor Law’’ of 1834, and the Chartist movement. 
Even the history of the impositions on publishing, in the form of 
newspaper taxes, is abundantly illustrated, as well as the harsh 
administration of the ‘‘New Poor Law’’ in certain parts of the 
country. Finally we are shown the beginnings of the political labour 
movement, with the working class becoming a consciously organized 
political force. 
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This collection of documents may seem too large and too expensive 
for use as a text-book by undergraduates beginning the study of 
British history. But it will be invaluable for the more advanced 
student, and for the teacher looking for reference sources for under- 
graduate essays. We are not surprised that Professor Cole with 
his wide knowledge of this field should have made a selection which 
illustrates so effectively his interpretation of the history of this 
period. It is hardly to be expected that an Australian reviewer 
who has not worked over this material should be aware of any 
significant omissions on the part of the joint authors. 


HERBERT BURTON. 


Industrialization and Labor: Social Aspects of Economic Develop- 
ment. By Wilbert E. Moore. (Cornell University Press, 1951.) 
Pp. xx + 410. 52/6 Aust. 


This volume constitutes a solid piece of research on the cultural 
and institutional factors that impede or induce the transition from 
non-industrial to industrial work. Special attention is paid to the 
motivational pre-requisites of industrial development. 

Moore begins with a survey of the literature on colonial areas, 
listing and analyzing the major barriers and incentives affecting 
industrial employment. He then attempts to generalize the variables 
isolated by a discussion of the relevant anthropological and economic 
theory. A report on field work carried out in Mexico, with the 
specific intention of testing the preceding hypotheses, concludes the 
study. 

The survey of the literature is very comprehensive, though 
some of the attention given to African material might well have 
been diverted to South-east Asia. The summary is distinguished 
in that the methodological deficiencies of the evidence are clearly 
pointed out. But the book is not merely another catalogue, since 
Moore uses the Parsons-Merton functional approach, ‘‘modified to 
incorporate analysis of motivation as a dynamic element in the 
system’’. Hence his interesting points—such as his criticism of the 
view that small industries and agricultural improvements are neces- 
sarily ‘‘on the road’’ to industrialization, his demonstration of the 
limited pull of monetary incentives in the absence of well-developed 
markets, and his treatment of the vicious circle of low wages—low 
productivity must be considered as secondary. Criticism must centre 
on his central hypothesis, that ‘‘an innovation in the organization 
of production and the means of gaining a livelihood will initially 
encounter resistance approximately proportional to the integration 
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of the established structure’’. One may question his transference 
of evidence gathered in particular localized structures to the estab. 
lished structure. Much of this evidence, in any case, is of a post 
factum nature, and, though Moore recognizes this, he utilizes it 
without proper qualification. His incidental observation that indus- 
trialization has not only a disruptive but also an integrative effect 
should surely have made him pause to consider more closely the 
concept of ‘‘integration’’. Various types of ‘‘integration’’, such 
as analyzed in a different field by Smend and Landecker, might have 
been explored. 

Still, on the whole this work displays considerable sophistication 
without much jargon. The survey of the literature and the 34-page 
bibliography enhance its value is a work of reference, quite apart 
from its theoretical interest. 

HENRY MAYER. 


The Bias of Commumcation. By Harold A. Innis. (University of 
Toronto Press, 1951.) Pp. ix + 226. $4.50. 


Not so long ago economists would have had little, if any, 
sympathy with Professor Innis. Analysis of equilibrium conditions 
in spaceless, static competitive situations diverted attention almost 
entirely to the barren gymnastics of simple geometry. Those who, 
like Hotelling, were astute enough ‘io recognize problems of space 
nevertheless contented themselves with procedures as fruitless as 
those of Owen and Fourier; it is only since Chamberlin that space 
has been given a place as a functional problem in the behaviour 
of firms. Time has been treated even more cavalierly and only the 
very recent reaction against theories of equilibrium conditions has 
offered prospect of introducing some time concepts into economic 
theory. 

Time and space are Professor Innis’s preoccupations in his 
most recent book, The Bias, of Communication. As usual, it it a most 
unreadable book. A volume of essays, some academic addresses, 
some articles written specifically for the occasion, it is both a general 
introduction and a set of appendices to the earlier Oxford volume, 
Empire and Communications. The first three chapters should be 
read as a prelude to that earlier book. 

Professor Innis’s mind has an Olympian quality. His system 
should be classified with those whom Baumol labels the ‘‘ magnificent 
dynamics’’. The author of the standard work on the Canadian 
Pacific Railway is not interested in trains. Communications refer 
to systems and methods of social contact in the transfer between 
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persons and groups of ideas and information. The technology of 
methods of communication, in this sense, becomes of basic importance 
to a study of attitudes to time and space. 

In crude terms, the thesis can be presented quite briefly. All 
societies have an identifiable attitude to time and space. In stable 
societies, some form of balance between these attitudes is necessary. 
But just as members of societies need to appraise problems of time 
and space, so historians need to appraise the histories of societies in 
relation to their territory and their duration. In all societies, there 
exist forces which tend to create a bias favouring emphasis upon 
either time or space. One basic force, perhaps the basic force, is 
the physical method of communicating ideas and information which 
any society develops—hence the bias of communication. 

This thesis is based on a vast range of historical literature and 
represents the reading of a lifetime. These essays are crowded 
with erudite quotations from literature covering the sweep of human 
history from the ancient world to the present day. Yet one has a 
feeling that the inspiration of the thesis is not academic but prag- 
matic. Professor Innis is more concerned with the difficulties and 
risks of the immediate future than impressed by the majesty of 
his brand historical sweep. The bias of modern communication in 
newspaper chains, radio and television is in the direction of the 
ephemeral: spatial concepts and control over space are stressed to 
the detriment of time and survival. His chapter ‘‘Technology and 
Public Opinion in the United States’’ transfers his role from that 
of the academic scribe to one of the tombstone maker marking 
the first scratches of the epitaph of modern civilization. 

There is little point in repeating criticisms of detail which have 
been made by other reviewers on the publication of the earlier 
Empire and Communications (though it should be noted that many 
of these criticisms have not been met). The methodological and 
philosophical issues seem much more important. On the surface this 
approach might be made equally to the behaviour of the business 
firm as to civilizations. Whatever historical criticisms one might 
make of Professor Innis’s book do not detract from its potential 
methodological significance in economic theory. The crux of the 
approach is the rigid separation of concepts of space and time; the 
criterion of success in balancing these two concepts is stability and 
survival. Both time and space become as if personified, certainly as 
distinct elements to be considered by actors in behaviour situations. 
From this arises certain basic concepts such as space and time 
horizons (concepts which, interestingly enough, are appearing in 
Marxist literature). 
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Schumpeter on one occasion commented on what everyone knows 
who has ever met a businessman. But most people are conscious of 
the importance of these issues in practical life. So it is probably not 
simply the success of American business propaganda which makes 
me suspect that British industrial leadership may have suffered 
in recent decades from an undue emphasis on problems of time. To 
what extent, e.g., is British attachment to quality and durability 
an index of an unduly long time horizon? Or if this does represent 
a long time horizon is it relevant only in the light of a competitor’s 
(temporarily?) successful concentration on spatial policies to the 
detriment of time? This is the type of problem which Professor 
Innis’s approach raises. It does seem to be one which economists 
must take up. 

Nevertheless there appear to be at least three critical points 
of weakness in this whole thesis. First of all it seems to be implied 
that there is some ideal balance between concepts of time and space. 
But it is extremely doubtful whether this can be justified. The 
criterion of success is after all simply stability or survival. The 
problems facing any individual, group or society in maintaining 
stability or survival must in practical situations be continually 
changing. As these change so must the appropriate attitudes to 
space and time. Just as the Roman Empire, faced with invasion, was 
forced to emphasize spatial considerations, so a business firm, faced 
with aggressive competition, may be forced into policies designed 
to achieve survival by spatial action, even though this means 
absorption of accumulated reserves or the temporary exhaustion 
of equipment (problems of time). The adoption of these different 
policies is merely part of the process of economic change. 

This leads to the second point. It is questionable whether 
there is the clear distinction between space and time which Professor 
Innis suggests. In a static world, Euclidean geometry may serve 
well enough, just as in historical dating, chronological time is prob- 
ably an adequate procedure for most purposes. But in analysing 
a moving system of social relations it is doubtful whether the simple 
notions of geographical space and chronological time are useful. In 
some senses time is space and space is time. 

A final point might ba worth making. If one wishes as Professor 
Innis does, to identify simply a factor which produces one situation 
in contrast with an earlier one, time has to be introduced as a 
separate element. But if one is interested in the system of change 
as a process, as a series of interrelated adjustments between variables, 
time, in itself, is of little importance. Equally, space has little more 
than axiomatic significance. All action requires, in his sense, both 
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time and space. And properly speaking, it would seem that in pro- 
cesses of change, the problems which he raises can be most appro- 
priately dealt with, so far as they relate to business enterprises, 
under the somewhat less fearsome descriptions of policies of size 
versus generation of goodwill, price-cutting versus reserve accumula- 


tions, and so forth. N. G. BUTLIN. 


Coal. By W. H. B. Court. (H.M.S8.0. and Longmans Green & Co.) 

Pp. xii + 422. 21/6 stg. 

The British Coal Industry. By H. Townshend-Rose. (George Allen 

& Unwin Ltd.) Pp. xii + 162. 12/6 stg. 

Professor Court’s book is the first ‘‘industry’’ volume to be 
published in the Civil Series of the British Official War History, 
under the editorship of Sir Keith Hancock. The book has two main 
themes. The first is that of explaining how, by 1942, Britain came 
to find herself short of the one industrial raw material which she 
apparently possessed in abundance, and of the measures that were 
consequently necessary to relate demand to supply. The second 
theme is that of showing how government control of the industry 
was transformed from a system of indirect and decentralized regu- 
lation, operating through the industry’s own officers and institutions, 
into a half-way house to nationalization. 

In order to judge this work it is necessary to appreciate the 
task which the author has been set. His object is to write a definitive 
history, in literary form and on a more or less chronological plan. 
His book is not, therefore, the personal record of one of the principal 
actors, like Sir Richard Redmayne’s book and even, to some extent, 
Professor G. D. H. Cole’s companion volume in the Carnegie Endow- 
ment’s series on the first world war. Equally, it is not a statistical 
compendium, and if he wants comprehensive series of statistics the 
reader must turn to the Ministry of Fuel and Power’s Statistical 
Digest, 1938-45. Again, it is not a source book, and while many 
documents are carefully paraphrased, none are quoted verbatim, 
except for short extracts. The reader can, at some inconvenience, 
acquire copies of published documents, such as the White Paper 
of 1942, but there seems to be nothing he can do about the unpub- 
lished documents. It may well be that at this stage a book which 
included some source material and a more frankly statistical treat- 
ment (there is not a single diagram in the whole text), would have 
been both more useful and more readable than the present work. 
The paraphrasing not only of documents but also of statistical tables 
often becomes wearisome, and the chronological framework entails 
much repetition. 
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However that may be, it must be conceded that the author 
shows great skill and energy in tackling the difficult and laborious 
task which he has set himself. His success is particularly evident 
in his description of the working of the administrative machine, 
and of the political developments that preceded and followed the 
establishment of the Ministry of Fuel and Power in 1942. Here 
his lively narrative adds much to our knowledge. Even so, an official 
historian should not have to rely on ‘‘political gossip’’ to say 
whether or not a Minister offered to resign (p. 162). More seriously, 
no attempt is made to provide the reader with an assessment of 
the personalities of the principal actors. Instead, there are only 
rather vague references to ‘‘the character’’ of Sir Andrew Duncan 
(p. 180), and to the ‘‘outstanding’’ (and, it is hinted, contrasting) 
influence of Lord Hyndley and Sir Hubert Holdsworth (p. 205). 
This seems to be an inevitable limitation of history that is written 
too close to the event. No writer can be expected to risk a libel 
action over matters that are probably common knowledge to his 
better informed readers. 

Finally, the book suffers from a deficiency which is not the 
inevitable result of the time and manner of its writing. This is the 
absence of any bibliography, an omission which is not compensated 
for by copious footnotes. Thus there are several references to a 
report by an American Coal Mission, but the curious reader is 
left without any guidance in tracking it down. 

Mr. Townshend-Rose’s book in one sense constitutes a sequel to 
Professor Court’s history, but it is an attempt at popularization 
rather than at scholarship. It describes the process of nationalization, 
and the organization and operation of the National Coal Board during 
the first two or three years of its existence. It draws heavily on the 
third Annual Report of the Board (1949). The Board’s Reports 
are themselves such masterpieces of popularization that it is difficult 
to see the purpose of a further attempt in that direction. However, 
this volume does provide some background information and dispenses 
with some of the detail that appears in the official Reports. 

WILFRED PREST. 


Typologie der Theorien des Industriestandortes. By Hans Ulrich 
Meyer-Lindemann. (Walter Dorn Verlag, Bremen-Horn, 1951.) 
Pp. 235. 8 DM. 


This is a very valuable little book for all those interested in 
problems connected with location of industries. 

The German author tried to assemble as many different views and 
theories on the location of industry as possible, and his presentation, 
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although often too dry and not infrequently couched in complex 
phrases, is very successful. It is difficult to find omissions, and if criti- 
cism is to be expressed it would be rather on the ground of inclusion of 
many points of view of little, if any, importance. Individual expres- 
sions of opinion are sometimes discussed at a length that is usually 
associated oniy with a. full-fledged theory. 

This factor will tend to limit the number of people interested 
in studying this book. It is not a review of different theories, but a 
philosophical, political and economic discussion of those theories, 
and as such would be very valuable only to advanced students of 
this rather important problem. 

The list of references is very extensive although some more 
recent British and American contributions are omitted at the expense 
of a very great number of lesser German publications. However, 
this seems to be the case with most of the recent German economic 
books. 











































M. J. GROBTUCH. 


The New Society. By Edward Hallett Carr. (Macmillan, London, 
1951.) Pp. viii + 119. 7/6 stg. 


The six lectures which make up this volume were given in the 
B.B.C.’s Third Programme during May and June 1951. It is not 
Mr. Carr’s purpose to depict a new Utopia, but to examine. the 
processes by which the modern conception of the ‘‘welfare state’’ 
has replaced that of the laissez faire ‘‘night watchman state’’ of 
the nineteenth century. His method is historical. While he refuses 
to accept theories either of social decline or of social perfectibility, 
he does reject the ‘‘patternless’’ conception of history, ‘‘that is to 
say, of history as an inconsequential narration having no coherence 
and therefore no meaning for the present’’. But to him the ‘‘ pattern 
can only be the product of mind—the mind of the historian working 
on the events of the past’’. Thus the patterns which different writers 
find in the process of historical change depend upon the facts they 
select as being the significant facts and upon the causal relationships 
they seek to establish between them. Mr. Carr is very conscious of 
this danger, but the reader does gain the impression that he approves 
of the ‘‘welfare state’’. 

The significant trend which Mr. Carr finds in modern historical 
development is the growing decline in reliance on free competition 
as a means of promoting both individual and social welfare. ‘‘Free 
competition’? becomes unreal when large monopoly groups among 
both employers and employees emerge, strong enough to exert great 
political pressure in their own interests. The severity and extent 


146 THE ECONOMIC RECORD MAY 


of economic depression during the present century have made it clear 
that economic distress is not due solely, or even primarily, to indi- 
vidual incompetence or idleness. It follows therefore that such 
hardship cannot act as the infallible spur to individual effort on 
which the laissez faire conception of society relied. The ‘‘new 
society’’ relies on state action to direct economic development so 
as to avoid maladjustments as well as to relieve the distress which is 
their consequence. The result is the ‘‘welfare state’’ with its economic 
planning and its social services. 

The danger is that such a programme could lead to a form 
of government other than democratic and therefore, Mr. Carr argues, 
the problem before the ‘‘new society’’ is to devise modifications in 
our forms of government which will enable us to retain full pos- 
session of our democratic rights, but which will at the same time 
enable ‘‘government’’ to take the place it must in the economic 
sphere. He indicates some of the lines along which political thinking 
might produce useful results. No doubt Mr. Carr is as jealous as 
anyone else to preserve individual freedom, but he does at times 
seem to submerge individual responsibility in ‘‘mass democracy’’. 
It does not seem to the writer of this review that mass democracy 
in the welfare state will automatically ensure the full discharge of 
the individual’s personal responsibility; and without this neither 
mass democracy nor the welfare state can be expected to ensure, in 
any basic sense, the good of the society. 

H. R. RODWELL. 


Committee Decisions with Complementary Valuation. By D. Black 
and R. A. Newing. (William Hodge & Co. Ltd., 1951.) Pp. vii 
+ 59. 10/6 stg. 


This book is an attempt to set up a theory of the way in which 
the decisions of a committee are made. Suppose there are a number 
of alternative motions to be considered. Each member of the com- 
mittee will have an order of preference for these and the motions 
are brought forward in pairs and voted on whilst any motion 
which is voted against is dropped out of subsequent consideration. 
In general the final motion adopted will depend on the order in 
which the motions are considered. The authors’ main problem is 
to consider in what circumstances there is a unique preferred motion 
which will always be chosen by this procedure. The choice of one 
motion against another as induced by the majority of the individual 
preferences sets up a complete system of paired comparisons, and 
it is easy to see that the condition for a unique decision with the 
above procedure is that there should be no ‘‘inconsistent triads’”’ 
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in the sense of the theory of ranking. This relationship with ranking 
theory does not appear to have been noticed by the authors. 

No economic applications of the theory are given although one 
has been discussed by one of the authors in a recent number of 
Econometrica. This and the facts that the voting procedure does 
not in general give a unique decision, and that the theory is almost 
entirely concerned with committees of three members, suggest that 
the economic importance of the book is small. 


P. A. P. MORAN. 


Some Conceptual Aspects of International Economic Development 
of Under-developed Territories. Essays in International Finance. 
No. 17. May 1952. By S. Herbert Frankel. (Princeton Univer- 
sity, Princeton, New Jersey.) Pp. 25. 

This essay deals with criteria for foreign investment in under- 
developed countries. Frankel opposes the view expressed in current 
literature that the level of national income (per head or in the aggre- 
gate) provides a criterion for investment policy. His attack mainly 
follows three lines: (1) The income criterion of investment applied 
by private entrepreneurs has little in common with national income 
aggregates. (2) Increase in national income does not necessarily 
yield increase in welfare. (3) National income aggregates are not 
comparable between societies with widely different economic and 
social value systems. Increasing national income is not a specific 
objective any more than ‘‘to cure disease’’ is a specific aim; the 
problem is to discover what income is to consist in. 

Frankel points out that investment of capital does not auto- 
matically produce ‘‘net income’’; it may, and nowadays often does, 
represent mere capital consumption. Only investment in the ‘‘right”’ 
place leads to growth. Growth in under-developed countries depends 
on changing patterns of social behaviour. Frankel opposes the view 
that developing the under-developed territories would depend on 
sufficient provision of capital with which the governments of politic- 
ally independent communities can pursue collective economic objec- 
tives as they may decide. The real problem is ‘‘how to invest the 
limited supplies of the world’s capital so as to ensure that the 
borrower will put it to use in such directions as will most readily 
and in the relatively least period of time release new capital resources 
for coping with problems arising out of the overall scarcity’’. He 
recommends that criteria of international investment be developed 
that can be independently applied by appropriate industrial and 
commercial institutions, freed from the haphazard interference of 
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governmental influences. The criteria should be suited to the enter. 
prise per se on its capacity of continuous growth capable of yielding 
recorded net income. 

This paper raises more questions than it answers. It is philo. 
sophically justified (though by no means new) to stress the subjective 
character and the international incomparability of national income 
aggregates. Yet Frankel’s own terminology (easing the ‘‘poverty” 
in under-developed countries) indicates that for practical purposes 
common standards may conveniently be assumed. Increased food and 
export production, better education and health services, are part 
of the additional national income to be produced in all the countries 
concerned. Moreover, the different value and demand of different 
societies are partially refiected in national price differences. If 
critically used, international and ‘‘historical’’ comparison of 
national income seems to have—though limited—a practical value 
in measuring results of investment programmes. The need of capital 
in under-developed countries is probably for investment in not 
directly productive services, in the ‘‘national overhead’’, such as 
administration, police, education, health, communications. How 
can a criterion of ‘‘recorded net income’’ be applied to this type 
of investment at all? Will investment in such services release new 
capital resources in the relatively least period of time? It seems 
unlikely; one just has the feeling that education, for example, will 
in the long run contribute more to development (by its impact on 
changing social patterns) than any other type of investment. It is 
true that measurement of national income aggregates would not be 
very helpful either as a calculating basis for investment in such 
services. 

H. p—E MEEL. 


Economic Prosperity of the United Provinces: A Study in the 
Provincial Income, its Distribution and Working Conditions 
1921-29. By Shri Gopal Tiwari. (Asia Publishing House, Bom- 
bay.) Pp. xxi + 367. Rs. 16. 


The studies of Colin Clark, who writes an appreciative foreword 
to the present volume, have indicated gaps in our quantitative infor- 
mation on conditions in separate countries which it is important 
to fill in, and so have stimulated further enquiries. These should 
help to reduce the element of conjecture in many of our international 
comparisons of income, productivity, capital stock, capital formation, 
occupational distribution and similar matters, clarify our ideas on 
economic development as a social process, and provide more reliable 
foundations in knowledge for development programmes in. the 
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separate countries. As Colin Clark himself points out, we must go 
further than making estimates of national money income (or its 
distribution) and attempt an appraisal in terms of real income. 
This is a much more difficult matter requiring both deeper and 
more extensive digging. In the last analysis, it is necessary to go 
even beyond quantifiable phenomena, and call in the aid of the 
sociologist or cultural anthropologist in assessing qualitative aspects 
and relationships, but these also will be helped by more thorough 
statistical studies. 

Dr. Tiwari’s enquiry, which follows and extends the method 
adopted by Dr. V. K. R. V. Rao in his pioneer work on The 
National Income of British India (1931-32), is to be commended 
as an important contribution to these needs by a thoroughgoing 
enquiry in a large Indian state. The author has used both the 
inventory and income method, drawn on census data and engaged 
in extensive personal investigations—for example, into the earnings 
of domestic servants, public servants and professional workers. He 
is concerned not so much with social accounting as with estimating 
real income per head of occupied population, wealth per head and 
distribution of income. But he goes beyond this, for example in 
assessing working conditions, and providing information on social 
security, education, land policy, industrial policy, public finance 
and other matters. The author’s sidelights on the obstacles which 
he encountered through indifference or refusal to give information 
(e.g. pp. 205-6) indicate the sort of difficulties facing the private 
investigator and make the results achieved all the more impressive. 

The study is concerned with changes over the period 1921-22 
to 1938-39. It is to be hoped that the author, and others equally 
assiduous and competent, may’ be persuaded to investigate the 
changes which have occurred since that time, and undertake similar 
enquiries in other parts of India. The book is not recommended as 
light bed-time reading, but it is a ‘‘mine of information’’ on many 
important matters for those who would more fully understand the 
economic conditions affecting (in 1931) some 48 million people in 
the United Provinces. 

H. BELSHAW. 


Measures for International Economic Stability. (United Nations.) 

Pp. vii + 48. 3/- stg. 

The authors of this report are Professor J. W. Angell 
(Columbia), Professor T. W. Swan (Australian National Univer- 
sity), G. D. A. MacDougall and Hla Myint (Oxford), and Javier 
Marquez (Alternate Executive Director, I.M.F.). As one would 
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expect from such authorities, the result is a masterly report, not the 
least of its merits being its clarity and freedom from economic 
jargon. It should be compulsory reading not only for university 
students, but also for all those having anything to do with govern- 
ment economic policy. The report is a sequel to two earlier United 
Nations reports, National and International Measures for Full 
Employment (1949), and Measures for the Economic Development 
of Under-developed Countries (1951). In these two reports proposals 
were made for far-reaching changes in the organization and policies 
of the I.B.R.D. and the I.M.F. These measures, particularly those 
involving the maintenance of the flow of foreign exchange from a 
country in which the recession originates, did not, as the present 
authors observe ‘‘commend themselves to governments as acceptable 
or practical’’. Accordingly the objects of the report under review 
are, in its own words (a) ‘‘To formulate and analyse alternative 
practical ways of reducing the international impact of recessions 
that may arise in any part of the world; and (b) in so doing to 
give particular attention to the problems of the under-developed 
countries, which are especially vulnerable to fluctuations in inter- 
national commodity markets and to related fluctuations in the terms 
of trade’’. 

The report therefore begins with the assumption that every 
large industrial country will try to maintain full employment in 
accordance with pledges to the U.N. charter. (Thus the authors are 
more limited in scope than those of the 1949 report, but it is mainly 
this limitation which permits the precision they achieve.) The prospect 
is faced that some countries may, in practice, be unable to prevent 
unemployment increasing beyond the limits of tolerance implied in 
that equivocal term, full employment, at least for short periods. As 
an example of what this implies it is pointed out that the U.S.A. 
had in 1937-38 a decrease in employment of 4 per cent, which 
resulted in a 36 per cent drop in the annual dollar value of mer- 
chandise imports. At the present level of dollar imports the report 
calculates that such a relatively small decrease in employment to-day 
could result in a $10,000 million drop in receipts by countries export- 
ing to the U.S.A. over a two year period. Indeed, in the case of the 
U.S.A., the nature of its economy and its dominance in world trade 
are such that large changes in import values can occur without any 
significant fluctuations in the level of employment, as happened in 
1949. Recommendations to reduce the impact of such instability 
are made under three heads. In respect of the resultant short run 
fluctuations in prices and the terms of trade of primary products, 
a qualified blessing is given to International Commodity Arrange- 
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ments, and it is suggested that the I.B.R.D. might help to finance 
buffer stocks. In regard to the flow of long-term capital, the report 
suggests that the Bank should greatly expand its lending in a reces- 
sion, and proposals are made for increasing the Bank’s source of 
funds. The inadequacy of present international monetary reserves 
is also emphasized. Most countries possess gold and dollar reserves 
equal to only one-quarter of their annual import bill, and the I.M.F. 
provides the trivial supplement of 24 per cent of members’ annual 
imports. Changes are suggested in certain of the Fund’s provisions 
and a strong plea made for revising quotas and increasing its 
resources. 

However, in a short review it is impossible to do justice to 
this report which is by far the best of the United Nations publications 
in this field. 

E. L. WHEELWRIGHT. 


International Economics. By Jacob Viner. (George Allen & Unwin, 
London; and The Free Press, Glencoe, Illinois, 1951.) Pp. 381. 40/- 
stg. $U.S.5.00. 


This collection of twenty-five studies in international economics 
is a selection of Professor Jacob Viner’s publications in this field 
which have appeared in journals or symposia over a period of thirty 
years. ‘‘All of the papers collected here,’’ as their author states, 
“were obviously written with either immediate reference to current 
issues of policy or with the purpose of providing historical back- 
ground and tools of analysis which might later be useful in treating 
actual questions of policy. In this as in other respects the selection 
of papers here collected are a fair representation of all of my work 
in the field of international economics. They all in addition are 
written in faithful adherence to the modes of thought and the values 
of nineteenth-century free-trade liberalism.’’ This latter fact has 
probably prompted the illuminating and penetrating comments on 
the Keynesian influence on the theory of international trade, which 
appear in the Introduction, but it is hard to understand why Professor 
Viner thought it necessary to offer them as an explanation of why he 
did not ‘‘find much occasion for mention of Keynes’s name or 
explicit and conscious use of any idea or concept which is now 
commonly regarded as peculiarly Keynesian’’. 

The papers cover a wide field. Among the more theoretical 
chapters are those dealing with the theory of international values 
and tariff questions. (These include Professor Viner’s review article 
on The Australian Tariff: An Economic Enquiry, by J. B. Brigden 
and others which appeared in the Economic Record, November 1929, 
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and which in the light of our post-war secondary industry develop. 
ment and immigration programme can and should be read again.) 
There are two chapters on the most-favoured-nation clause, a number 
on post-war international trade and finance, and others on foreign 
policy, colonial problems, national economic planning, and the 
atomic bomb. 

Of the fourteen papers written during or after the second world 
war, a large number are concerned with problems of post-war trade 
and finance. This may be explained by the fact that the plans and 
policies which these problems have evoked revert to nineteenth 
century doctrines for their inspiration. They are in the spirit of 
nineteenth century doctrine to which Professor Viner so faithfully 
adheres, but this is never allowed to dull his penetrating insight into 
the realities of the modern world. Yet many of these chapters are 
already dated and are of little more than historical interest at the 
present time. Three articles written in the last ten years are of more 
enduring interest than the remainder. These are ‘‘International 
Relations between State-Controlled National Economies’’ (1944), 
‘‘International Economic Co-operation’’ (1945), and ‘‘Economic 
Foundations of International Organization’’ (1949). 

This book brings together a good selection of Professor Viner’s 
work. Some of it will be read by students for many years to come 
though other parts of it have inevitably been replaced by more 
recent and fuller studies. There will not be many readers who will 
find that they have read all twenty-five papers in the twenty-four 
different journals and symposia in which they were originally pub- 
lished. 


G. A. J. SIMPSON-LEE. 


The Pattern of United States Import Trade Since 1923. Some New 
Index Series and Their Application. By John H. Adler, Eugene 
R. Schlesinger and Evelyn van Westerborg. (Federal Reserve 
Bank of New York, May, 1952.) Pp. 59 + 77 in appendices. 
Available on request to the Bank. 


The problem, which the authors of this monograph have set 
themselves, is. an attempt to derive useful ‘‘rules’’ of American 
import demand. Studies in this field are particularly welcome as 
U.S. imports constitute the most important single source of dollar 
income for the rest of the world. 

According to the authors, previous empirical studies of demand 
elasticities of U.S. imports relied on the Department of Commerce’s 
indexes of total imports (or total classes of imports) without dis- 
tinguishing between the various countries or regions of origin. This 
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procedure is not satisfactory as the composition of U.S. imports 
varies greatly from country to country. Hence, in compiling new 
indexes of ‘‘unit value’’ and ‘‘quantity’’ of imports, a geographical 
breakdown into nine major areas is employed and separate compila- 
tions are made for.nine E.R.P. countries. These series, for each area 
and country, are further analysed by separate computations for the 
following broad economic classes: crude foodstuffs, manufactured 
foodstuffs, crude and semi-manufactured materials, and finished 
manufactures. The resulting series of ‘‘unit value” and ‘‘quantity’’ 
of imports, together with the recorded values, are set out in detail 
in appendices. 

Contrary to the results of earlier studies employing regression 
and correlation techniques, it is claimed that the computed price 
and income elasticities, based on the new indexes, lend support to 
the view that American import demand is highly responsive to 
price movements, as well as the internal level of U.S. economic acti- 
vity. These findings are in line with the criticisms of Harberger 
and others, that empirically computed price elasticities based on 
overall import figures often understate the true position. It is claimed 
that the new elasticities—the ‘‘rules’’ of American import demand— 
do not suffer from this defect to any significant degree. The 1931 
and 1949 devaluations and the effectiveness of tariff changes are 
briefly considered in the light of the new ‘‘rules’’; also a quanta- 
tative application is made to the Torquay tariff concessions. 

It is not always clear that the authors’ optimistic views on 
the prospects and potential of U.S. import demand are based on 
the statistical results recorded in the study. Firstly, an examination 
of the calculations reveals that only finished manufactures have 
price elasticities which are generally above unity, and in this group 
a high degree of multicollinearity exists between income and prices. 
Extra evidence must be considered to reach the authors’ conclusions. 
Moreover, the results of calculations for finished manufactures are 
reported only for the E.R.P. countries which supply approximately 
half the goods in this economic class. This omission of coverage is 
not explained, and it must be borne in mind that finished manu- 
factures comprise less than 15 per cent of the value of U.S. imports. 
Secondly, doubts exist on the adequacy of the statistical methods 
employed. It is difficult to agree that the fourfold economic classifi- 
cation of U.S. imports from a particular country or region will not 
involve the addition of unlikes. The commodity composition of Aus- 
tralian exports to the U.S.-over the period studied shows considerable 
fluctuations from year to year; would it be possible to reduce similar 
varied collections to meaningful indexes for the purposes of 
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computing demand elasticities? Devaluation, for example, is likely to 
lead to a wide range of price reactions, even within an economic 
class, and, in the light of recent theoretical studies (by Orcutt, 
Cochrane and others), these circumstances seem to require that the 
demand situation be treated one commodity at a time. This reviewer 
disagrees with the authors’ claim (page 68) that a correlation co- 
efficient of 0:8 or 0-9 is indicative of a significant causal relationship 
between the variables, and doubts the value of the various significance 
tests applied to the correlation of economic time series in this 
monograph. 

This study is in an important field; it is a useful addition 
to a growing literature, but some doubts exist on the adequacy of 
the statistical techniques used to reach the authors’ conclusions. 

N. RUNCIE. 


Internationale Regulierungen auf dem Weltweizenmarkt. By A. 
Binder. (Institut fiir Weltwirtschaft, Kiel, 1952.) Pp. vi + 93. 
DM. 8. 


This study of the international trade in wheat in the twentieth 
century is of special interest to us in Australia, as the marketing 
of this commodity has been the subject of many controversies for 
more than thirty years in this country. 

I cannot agree with the author’s statement (p. 36) that ‘‘in 
Australia the decline in wheat acreage has been due to the Inter- 
national Wheat Agreement which fixed the price for a substantial 
part of the wheat entering international trade whilst the price of 
all other staple commodities remained uncontrolled, and rose con- 
siderably during the last four years’’. As is well known, the main 
reason for our declining wheat acreage has been the profitable switch 
to the sheep industry and even more the wheat farmers’ dissatis- 
faction with our ‘‘home consumption price’’ for wheat. There has 
been very little criticism of the International Wheat Agreement by 
Australian farmers. In assessing the effect of our Internal Wheat 
Stabilization Scheme, Dr. Binder overlooked the fact that more 
than two-thirds of our wheat farmers voted for it in 1948. 

The book is mainly concerned to find the reasons why since 
1930 a number of countries have tried to bring about an International 
Wheat Agreement, and whether it is possible under our economic 
and political conditions to equilibrate world demand and supply of 
wheat. 

The first part of the book deals critically with the internal 
marketing schemes in U.S.A., Canada, Australia, Argentina, and 
United Kingdom. The author proves convincingly that it is impossible 
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to understand fully the international scene without a knowledge of 
local regulations and stabilization schemes; the chapters on Argen- 
tina and the United Kingdom are of special interest. The effect of the 
complicated regulations in Argentina has been that wheat acreages 
have been reduced by nearly 40 per cent. compared with pre-war, 
just as in Australia wheat acreages are lower by about 25 per 
eent., though for different reasons. Dr. Binder thinks that the 
Wheat Act of 1932 was an ideal solution of the special problems 
of the United Kingdom as a wheat importing country. 

In the second part of the book, the differences in the Inter- 
national Wheat Agreements of 1933, 1939, 1942, 1947 and 1949 are 
discussed, and the effects of the present Agreement on prices and 
acreages are dealt with in detail. A table summarizes in an excellent 
way the main points of these agreements. 

I fully agree with Dr. Binder’s conclusions that the 1949 
Agreement did ‘‘not bring about an equilibrium in supply and 
demand, that it did not eliminate production in countries with high 
costs, and that it cannot be made responsible for the fact that the 
U.S.A. has become the second most important exporter, whilst the 
low-cost producers in the southern hemisphere have reduced their 
wheat acreages. On the other hand, the 1949 Agreement contributed 
greatly to stabilizing world wheat prices.’’ Very interesting is Dr. 
Binder’s comparison between a future ‘‘International Buffer Stock 
Agency’’ and the present Agreement; she thinks that the problem 
of price fixing would be too complicated. 

A great number of tables and graphs makes this study a valu- 
able reference book. 


E. J. DONATH. 


Mobilizing Resources for War. By Scitovsky, Shaw, Tarshis. (McGraw- 
Hill, New York, 1951.) Pp. 284. $4.50. 


A government involved in a major defence effort may obtain 
the resources needed for war either by compulsory acquisition from 
its people or by promises of future compensation. The latter alter- 
native is, by and large, illusory unless the vanquished are to yield 
tribute. So long, however, as the illusion persists, so long is this 
alternative attractive to governments, for it avoids or at least post- 
pones problems (of incentive, of equity, of the maintenance of an 
efficient monetary system) which would otherwise have to be met 
during a time of national crisis. The familiar ‘‘ post-war credits’’ 
scheme is an expedient well suited to a community where the illusion 
is fading, but not dead. It is an expanded and thorough-going version 
of this scheme that the authors propose in the book under review. 
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The book is divided into three chapters. In the first, the develop- 
ing problem of inflation during mobilization is examined. Not 
unnaturally, the authors eschew inflation as a method of war taxa- 
tion. In the second chapter two major possible policies of war 
finance are considered: To the bank-financed deficit budgets of 
the second world war they object that a bulky price control adminis- 
tration was required; and that inflation was merely postponed till 
after the war. To the untried pay-as-you-go system they object that 
the tax rates required reduce incentive to work; further, that any 
system relying wholly on a free market is likely to achieve mobiliza- 
toin less rapidly than direct controls. 

Their recommendation in Chapter 3 is that inflation be pre- 
vented by consumer-expenditure rationing: a ceiling on each con- 
sumer unit’s total spending. Because of incentive problems, only 
portion of the excess of personal incomes over permitted aggregate 
consumption is to be absorbed by taxation. Of the remainder, one- 
half is to be exchanged for non-interest-bearing bonds whose redemp- 
tion price is linked to the cost of living, the bonds being assigned by 
quota along the income scale in falling proportion to income; one- 
sixth is to be exchanged for refundable tax receipts progressively 
with income; the remaining third of personal disposable savings 
may be allocated at the discretion of individuals to insurance, loan 
certificates, blocked bank accounts. In addition to expenditure 
rationing, the authors propose control of investment, forcing business 
funds into illiquid securities, selective excise taxes on civilian goods 
using strategic materials, and where necessary direct controls to 
facilitate rapid mobilization. 

The administration of consumer-expenditure rationing is dis- 
eussed at length. It appears that all individuals would have a bank 
account into which their entire incomes (as well as their liquid 
assets at the start of mobilization) would be paid. On presentation 
of a tax receipt (specifying income, number of dependants, source 
of income) at the bank, the consumer’s drawing limit for the ensuing 
quarter is computed from the Ration Table. ‘‘Each retail dealer 
should retire his receipts from circulation by depositing them with 
his bank so that they may not be spent again in evasion of ration 
rules’’ (p. 161). 

Comparing this projected programme with the methods of the 
last war, it is apparent that each involves a post-war inflation; 
it is also a matter for debate whether a price control administration 
is not being replaced by an expenditure-rationing enforcement 
agency of equai bulk. Expenditure-rationing is probably workable 
and may even be necessary if the community has large liquid 
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reserves. But the comparative simplicity of a straight-out post-war 
eredits scheme is appealing. In passing, it may be noted that the 
authors find no virtue in the use of a general expenditure tax, nor 
in lengthening the standard working week at the onset of mobiliza- 
tion—matters on which this reviewer would take issue. The authors 
are strangely confident that incentive to work will be unimpaired 
by their proposals—a confidence which rests on the continuance of 
an illusion which elementary books such as this are well designed 


to dispel. BURGESS CAMERON. 


The Sources and Nature of the Statistics of the United Kingdom, 
Vol. 1. G. Kendall, Editor. (Oliver and Boyd.) Pp. viii + 352. 
21/- stg. 

This book consists of a series of articles that have appeared in 
the Journal of The Royal Statistical Society over the last few 
years. They cover the following topics: Censuses of Production and 
Distribution, Overseas Trade, Agriculture, Labour, Coal, Rubber, 
Cutton, Brewing, Oils and Fats, Iron and Steel, Tobacco, Electricity 
and Gas, Sugar, Motor Industry, Chemicals, Merchant Shipping, 
Rail and Road, Housing, Co-operative Trading and Publishing. 

The Editor states in his introduction that the authors were 
asked to observe three requirements: that they should broadly survey 
all the statistical information in the chosen field, unofficial as well 
as official; that they should call attention to pitfalls in its inter- 
pretation; and that they should give full references. All the articles 
seem to have carried out these instructions to the full, and the result 
isan invaluable reference work for the student of the United Kingdom 
economy. Some of the articles, in particular that on Rubber, are 
not restricted to the United Kingdom. 

Few Australians appreciate how convenient it is to have the 
great bulk of the ‘‘official’’ statistics published by State and Com- 
monwealth Statisticians, and not individually by each department 
in an Annual Report or the like. Nevertheless, there is room for 
a study of the same type in this country to ‘‘call attention to 


pitfalls in interpretation’’. R. S. G. RUTHERFORD. 


World Economic Report 1950-51 (Department of Economie Affairs, 
United Nations, New York, 1952). (Available in Australia from 
H. A. Goddard Pty. Ltd., 255a George Street, Sydney, N.S.W.) 
Pp. 150, 11/- stg. 
This report, which is the fourth in its series, reviews world 
economic developments during both 1950 and 1951. In Part I it 
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deals with changes in the domestic economic situation of countries 
which are divided into three broad groups: economically developed 
private enterprise economies, centrally planned economies, and 
economically under-developed private enterprise economies. Part II 
covers the changes in international trade and payments during the 
period under review. As in previous reports, a wealth of statistical 
information illustrates the period of recent economic history under 
discussion. One of the main features discussed is a continued rise 
in world production, without a decline, and in many countries even 
with a rise, of the output of civilian goods, in spite of rearmament 
programmes. 

As far as international trade and payments are concerned, 
much attention is given to the deterioration in the terms of trade 
in the major countries largely dependent on the import of raw 
materials, a deterioration resulting from the boom in raw materials 
which followed the outbreak of the Korean war and subsided in 
the second half of 1951. Figures illustrate the return of a dollar 
shortage during 1951 and the loss of foreign balances by the chief 
exporters of primary produce. 

There are three supplements to the World Economic Report 
1950-51. The first is called ‘‘Recent Changes in Production’’ (120 
pp., 7/6 stg.); this gives further details about the extent and the 
rate of growth of production during 1950 and 1951. The Supplement 
deals with the output of industry in various areas and with the 
supply of food, fuel and power and raw materials. The production 
of consumers goods declined in many countries in the second half 
of 1951. 

A second supplement is called ‘‘Summary of Recent Economic 
Developments in Africa’ (49 pp., 3/9 stg.). This supplement 
contains some valuation information, mainly covering the years 1949 
and 1950, concerning the various regions in Africa. Chapter I, 
dealing with general economic developments in 1949 and 1950, covers 
agricultural production, mineral production, foreign trade and 
the—rather modest—inflationary pressures. Chapter 2, on public 
investment in the dependent territories, deals with the progress 
of the various development plans in the dependent territories and 
with other public and semi-public investment. Chapter 3 relates to 
international assistance and intergovernmental co-operation. Progress 
was made in both fields. The summary ends with 20 pages of 
statistical tables. 

The third supplement is called ‘‘Summary of Recent Economie 
Developments in the Middle East’’ (99 pp., 7/6 stg.). It is impossible 
in a brief review such as this to do more than indicate the contents 
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of this interesting summary with its 99 pages of text and statistics. 
It presents us with details of petroleum production in this region 
which became the largest exporter of petroleum products and in 
which expansion in the recent past has been spectacular. It also 
mentions changes in terms of payment and the use of oil revenue 
for development purposes. It finally gives a detailed account of 
trends in production and prices in a number of selected countries. 

Summarizing, it may be said that the 1950-51 World Economie 
Report and its Supplements constitute another valuable addition 
to the United Nations’ published sources of information, and enable 
the interested reader to study some of the major economic develop- 
ments in the world during 1950 and 1951. 

A. J. REITSMA. 


Effects of Taxation on Depreciation Adjustments for Price Changes. 
By E. Cary Brown. (Harvard School of Business Administra- 
tion. Bailey Bros. & Swinfen Ltd., London.) Pp. xiii + 161. 
$3.25. 26/- stg. 


This is the sixth volume in the general study of the effects of 
taxation on business, conducted by the Harvard Graduate School. 
As the title implies, this book is not primarily concerned with the 
unresolved problem of whether business income should be derived 
by use of historical costs or replacement costs in measuring depre- 
ciation, but rather with the consequences and feasibility of adopting 
replacement cost depreciation for the determination of taxable 
income. 

In the preliminary chapters the magnitude of the effect on 
national income and federal tax collections of a change-over to 
replacement cost depreciation is estimated and the efforts of companies 
to meet this problem of ‘‘the erosion of capital’’ are appraised. 

The author then gets down to the difficult task of forecasting 
the consequences of the change-over, as between the parties involved 
and on the state of the economy. Though it is admitted that the 
deductions must necessarily be conjectural, the author assumes, at 
the beginning of his analysis, that the rates of corporation tax remain 
wichanged, from which it follows that the adoption of replacement 
cost depreciation ‘‘ will reduce taxes in a period of inflation’’ (p. 78). 
Except when governments are attempting to modify the level of 
economic activity, tax rates are best taken as being determined by 
taxable incomes and estimated government expenditure. Hence it 
would appear to have been more realistic to assume that corporate 
tax receipts or total tax receipts remain constant. A constant rate 
of corporation tax would, of course, be merely a special case of the 
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latter suggestion. The author’s restrictive assumption does not, how- 
ever, greatly detract from the value of the analysis, for he has set 
out in a very lucid fashion a framework within which these other 
possibilities could be considered. 

In the last section of the book the administrative difficulties 
associated with replacement cost depreciation (including the price 
index problem) are treated in the same capable and concise manner. 


J. McB. GRANT. 


Effects of Taxation: Corporate Financial Policy. By Dan Throop 
Smith. (Boston, Harvard University Graduate School of Business 
Administration, 1952. London, Bailey Bros. & Swinfen Ltd.) 
Pp. xii + 301. $3.75. 30/- stg. 

This book is the fifth of a series of studies of the effects of 
taxation on business, produced under the tax research programme 
of the Harvard Business School. The series includes volumes on 
corporate mergers, depreciation adjustments for price changes, and 
inventory accounting and policies. 

The book is simple in plan. Part I is devoted to widely owned 
and Part II to closely controlled corporations. In each ease attention 
is directed to the influence exerted by corporate income taxation on 
the choice of different methods of financing, viz. borrowing, retained 
earnings and preferred and common stock issues. In addition, chapters 
are given to the form of organization of closely controlled companies 
and to the sale or withdrawal of part interests in them. But within 
this general framework, the content gives the impression of a 
collection of preparatory notes rather than an integrated develop- 
ment of the subject. The theoretical analysis is for the most part 
of an elementary standard, with a corresponding degree of repeti- 
tion and an exasperating absence of any generalized formulae 
derived from the simple arithmetical examples. Compression into 
a smaller space (and into more basic English) would have added 
to its clarity and cohesion. Furthermore, little theoretical use appears 
to have been made of the rather meagre conclusions drawn from field 
interviews. ; 

Professor Smith’s references to the general and continuing 
conflict, on various phases of the taxation law, between the legis- 
lature and the business expert, have a familiar ring for students of 
the Australian taxation system. When he says (pp. 191-2), ‘‘Even 
the most explicit and detailed statements in the law cannot anticipate 
all the complex situations which may normally exist, or be created 
to circumvent the letter of the law’’, he might be referring to the 
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evolution of private company taxation in this country. His later 
(p. 245) remark, that ‘‘wherever a favoured tax treatment is estab- 
lished for any form of organization or action, the ingenuity of many 
taxpayers, and more particularly of their advisors, will be directed 
toward developing ways to get the benefit of the special rule’’, 
could be applied to a wide range of Australian taxation concessions, 
from the exemption of Territorial income to the deductibility of 
contributions to employees’ pension funds. One wonders whether 
the legislator would be as ready to give sectional relief if he were 
required to authorize, not a reduction of tax liability, but a commen- 
surate cash payment from the exchequer to the favoured class of 
taxpayer. 

This subject, however, lies outside the scope of the volume under 
review, which is, indeed, much more limited in its range than the 
title would indicate. ‘‘Taxation’’, apart from brief excursions into 
estate duties and the personal income tax, is confined to corporate 
income and profits taxes, with emphasis on the United States federal 
levies: the effects of concurrent State and local income taxes, and 
of the wide range of indirect business taxes and charges, receive no 
mention. ‘‘Corporate financial policy’’, too, although it is given a 
more exhaustive treatment, is restricted in the main to the choice 
of various possible debt and equity structures. It is true that many 
closely related topics are covered in the companion volumes of the 
series; but the reader of the present study will inevitably experience 
frequent disappointment at the failure to pursue interesting and 
important questions when they arise. 

The book does, nevertheless, succeed in drawing attention to a 
number of respects in which taxation laws may encourage action 
running counter to widely accepted economic and social objectives. 
Two useful appendices contain statistical data and discussions on 
listed stock prices, book values and earnings, and on the sources of 
American corporate funds from, 1920 to 1951. There is a good index, 
but no bibliography. It is to be hoped that a wider and more 
exhaustive treatment of the subject will appear in the- promised 
(p. 144) general concluding volume of the series. 


R. C. GATES. 


The Economic Development of Iraq. (Baltimore, the John Hopkins 
Press, 1952.) Pp. xix + 463. $5.00. 
In August 1951 the Iraqi government signed new contracts 
with the three internationally-owned oil companies operating in 


Iraq. As one result, it is estimated that £stg. 214 million will accrue 
F 
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to the government from oil revenues over the next five years. These 
revenues have been earmarked to finance development. 

At the request of the Government of Iraq, the International 
Bank for Reconstruction and Development sent a mission to Iraq 
to report on the potentialities for development, and to make recom- 
mendations which would ensure the best use of these funds. This book 
is the Report of the Mission. 

The situation to be faced is not rosy. There are five million 
people in an area of 168,400 square miles. Almost all of these people 
earn their living from primary production in a poorly endowed soil. 
About ninety per cent of the population are illiterate, and many are 
subject to endemic diseases—notably malarie, hookworm and bil- 
harzia. For what the estimate is worth, income per head per year 
is put at £stg. 30. 

Under such conditions, any attack needs to be on a wide front; 
e.g., Many measures to raise productivity will fail unless standards 
of literacy are also raised. Similarly it is of little use to provide 
hospitals without nurses, or power without machines to harness it, 
and so on. The other need for balance is that between short and 
long term measures. Some short term gains in standards are 
necessary to lift the population out of its present lethargy. On the 
other hand, numbers will undoubtedly begin to increase rapidly as 
soon as death rates are lowered. Hence the need for long term gains 
in productivity. 

The Report recognizes these needs and reviews the economy 
sector by sector. Primary emphasis is placed on securing improve- 
ments in agriculture. This need for improvement is obvious when 
some of the difficulties are mentioned, viz., primitive techniques, low 
rainfall and the share of river water for irrigation requiring inter- 
national agreement, a system of large land holdings and impoverished 
share-croppers, salination of irrigated land, and so on. 

It is comparatively easy to see what should be done, and the 
Report makes many recommendations. It also recognizes that ‘‘devis- 
ing the means to accomplish the improvement is incomparably more 
difficult’’. Methods are outlined for the training of personnel for an 
agricultural extension service and for its subsequent operation. This 
no doubt should have a top priority. Yet one feels all the time that 
this is not exclusively the province of ‘‘technicians’’ and economists. 
If improved methods are to be sold to these people, then the services 
of, say, a social anthropologist should not be neglected. 

Space does not permit discussion of the other sectors, and a few 
general remarks must suffice. Progress is envisaged within the 
framework of a predominantly free economy. In a few fields—e.g., 
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in the rationalization of land tenures and consolidation of holdings 
—one feels that there may be a case for a little more coercion. 
On the other hand, of course, one must admit that a party which 
would be willing to act in this way 1s unlikely to achieve power in 
the near future. One must also remember the limitations imposed, 
for the present at least, by a poorly trained civil service. But the 
Report is not concerned with political problems. 

Within its own province, the Report recommends a_ well- 
balanced programme and it is gratifying to see recommendations 
which recognize the role which capital-saving innovations must play 
in improving the lot of under-developed economies. The Report is, 
in fact, a very fine piece of economic advising. 


A. S. HOLMES. 


A Geometry of International Trade. By J. E. Meade. (George Allen 
and Unwin, London, 1952.) Pp. 112 plus detachable appendix of 

24 pp. of diagrams. 28/- stg. 

In studies of international trade more than in any other economic 
field, practices and policies have tended to limit or remove the basic 
assumptions upon which scientific analysis rests; which makes Pro- 
fessor Meade’s experiment in devising and extending an ingenious 
mathematical technique for application in this field all the more 
interesting and courageous. Any reviewer is therefore naturally torn 
between admiration for mathematical ingenuity and doubt of its 
usefulness in solving practical problems in international trade. 

Meade is to be commended for stating precisely in his first 
chapter the postulates to be made in applying his method of analysis. 
These are: two countries only, each producing two commodities only, 
under conditions of perfect competition and full use of a fixed quan- 
tity of resources, and the right to assume for each country a pattern 
of consumption indifference curves comparable to those of any average 
citizen in that country. It is proposed here to briefly examine the 
technique (which is above criticism), and then to consider more 
closely the implications of the limits that are involved by the basic 
postulates. 

The geometrical device is simple and ingenious to the point of 
brilliance. A production curve for country A is drawn to give all 
combinations of the two goods capable of being produced with full 
employment of factors, a curve that may illustrate either increasing 
or decreasing costs. As this curve is moved tangentially to a given 
consumption indifference curve for country A, its origin traces out 
a ‘‘trade-indifference curve’’. Successive price lines tangential to the 
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family of such trade-indifference curves lead to the plotting of 
country A’s offer curve. By using a four-quadrant diagram, the 
offer curve of country B, similarly obtained, may be superposed, 
and the intersection of these offer curves gives the solution for free 
trade equilibrium, illustrating price relatives, and quantities of 
each good produced, consumed, imported or exported in each country, 
Simple modifications of this basic model are then devised to explain 
the effects of import or export duties, subsidies, exchange variation, 
and so on. Within the limits of the postulates, Meade uses his tech- 
nique in a way to evoke admiration for his ingenuity and compre- 
hensiveness. Only the assumptions remain to be challenged. 

The two-country, two-commodity assumptions are necessitated 
by the choice of two-dimensional geometry. No extension to multi- 
laterial trade in many commodities would seem possible without 
recourse to theory of matrixes likely to shift the analysis into a field 
perhaps too obscure to be useful. On the other hand, they may be 
regarded as simplifying assumptions illustrating trends or rules 
probably valid in the wider field. The limit here is likely to be more 
apparent than real. 

The assumption of perfect competition, again, is not as limiting 
as it appears. Monopoly is only ruled out to prevent restrictive prac- 
tices; group or social decisions are still permitted (indeed, in certain 
cases actually postulated). Nevertheless, since trade restrictions are 
commonplaces of modern policy, the limit remains a real one. More- 
over, the use of trade policy as an instrument for increasing employ- 
ment in the presence of under-employment suggests a further valid 
criticism of the limitation in scope of the technique. 

The assumption of full employment is made by Meade, but his 
method is easily extended beyond such an assumption. Actually, 
the assumption is not one of full employment of resources but of the 
use of constant quantities of them. The ‘‘production curve’’ is in 
fact a ‘‘production indifference curve’’. It is quite conceivable 
that by postulating a family of such curves, each representing 
one particular level of activity, the technique could be extended to 
deal with changing levels of employment. 

One specific point arising from the full-employment assumption, 
however, is Meade’s use of the phrases ‘‘inereasing’’, ‘‘constant’’, 
and ‘‘decreasing’’ costs. Currently these expressions refer to effects 


on total money costs of producing a particular commodity in varying 
quantities without taking into consideration either influences on 
other price relatives or possible changes in overall production levels. 
Meade uses them to measure changes in the real cost of one com- 
modity (that is, in the cost of displaced production of alternative 
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goods) under full or constant employment conditions. In mathe- 
matical language, if f(a) and F(b) are the total costs of producing 
a and b units respectively of the two commodities A and B, then 
the cost of A is increasing, constant, or decreasing in the popular 
d f(a) 
~ da_ 


sense if is respectively greater than, equal to, or less 


than f(a), and similarly for the costs of producing B. On the 
a 
other hand, in Meade’s use of the terms, costs are increasing, con- 


d*b 


stant, or decreasing if qa? is positive, zero, or negative respectively, 


in the presence of the new equation f(a) plus F(b) equals a con- 
stant. The relationship between the popular cost concepts for A 
and b and Meade’s general cost concept is neither obvious nor 
simple; and Meade’s use of common terms in an uncommon context 
is apt to produce confusion. 

The application of indifference curves to community consumption 
brings into the open a challenge to the indifference curve technique 
in general. This was first developed largely as an alternative to 
utility theory when the latter lost repute through the difficulty of 
interpersonal utility comparisons. But if Arrow’s thesis that individual 
value scheme cannot be generally added is accepted, Meade’s com- 
munity indifference curves are similarly suspect. This is, in fact, 
recognized in a footnote on the first page, where Turvey’s suggestion 
that market behaviour curves may be substituted is invoked. That 
footnote conceals the alarming possibility that practically the whole 
book is no more than a re-statement of a small section in Cunyng- 
hame’s Geometrical Political Economy published half a century ago 
and now practically forgotten. 

For Meade’s consumption indifference curves merely correspond 
to the downward sloping demand curves for both countries in Cunyng- 
hame’s figure. The production curve, as suggested above, is a member 
of a family of production indifference curves, which yield upward 
or downward sloping supply curves in Cunynghame’s figure accord- 
ing to whether costs (in Meade’s sense) are increasing or decreasing. 
But in Cunynghame’s treatment, if either country has a downward 
sloping supply curve the unstable equilibrium laboriously found 
by Meade’s method is seen directly. Moreover, vertical shifts of one 
pair of Cunynghame’s curves on plain or logarithmic graph paper, 
may demonstrate effects of exchange variation, tariffs, or subsidies, 
more directly than Meade shows them. In short, in the reviewer’s 
opinion, the chief value of the book is in providing for elementary 
study of mathematical economics a brief and brilliantly lucid 
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exposition of the use of a particular technique. Its contribution to 
economic theory could have been found more easily and quickly by 
the use of a technique half a century old and strangely overlooked, 


WILFRED T. DOWSETT. 
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BOOKS RECEIVED 


A—AUSTRALIAN AND NEW ZEALAND PUBLICATIONS 


Australian Stevedoring Industry Board: Third Report (A.S.1.B. 1953). 
Examining the work of the Board for the year to June 30, 1952. 
With a variety of information in the shape of tables in fourteen 
appendices. 


Joint Coal Board—Fifth Annual Report. (Joint Coal Board, Sydney.) 
This Report covers the financial year 1951-2 and is the usual 
thorough review of the industry in all its aspects, with a full range 
of tables and diagrams in support. 


New Zealand Official Year Book, 1951-52. (Census and — Depart- 
ment, Wellington, C.1, New Zealand, 1952.) 15/- N 
This is the 57th issue of this annual publication, pe as usual pro- 
— : complete range of statistical information regarding New 
Zealand. 


Queensland Year Book, 1951. (Government Statistician’s Office, Brisbane, 
1952 
This annual publication is invaluable for any enquiry relating to 
the economic development of the State. 


Statistical Register of Western Australia for 1949-50. (Government Statis- 
tician’s Office Perth, 1952.) 
A complete storehouse of statistics for the State. 


B.—_OTHER PUBLICATIONS 


ANGELOPOULOS, A.: Planisme et Progrés Social. (R. Pichon & R. 
Durand-Auzias, Paris, 1953.) 1200 frs. 
To be reviewed. 


Appunti sulle Misure Statistiche della Variabilita. (Cappelli, Bologna, 1952.) 

This discussion, necessary mainly mathematical, of the statistical 

measures of variability, is a reprint from the issue of the Italian 
journal Statistica for July-September, 1952. 


ASHWORTH, W.: A Short History of the International Economy, 1850- 
1950. (Longmans, Green & Co., London, 1952.) 18/- net stg. 
To be reviewed. 


BACKMAN, J.: The Economics of Annual Improvement Factor Wage 
Increases. (New York University Schools of Business, 1952.) 
This is a study of a method of contracting for wage increases for 
a certain number of years at a predetermined rate, adopted in recog- 
nition of productivity increases by a number of U.S. organizations. A 
statistical examination of increases in productivity and wages in the 
past is presented, and other important factors are indicated. But it is 
pointed out by the author that the fact that increases in productivity 
have occurred in the past is no warrant for believing that they will 
occur in the future, and the probable lack of regularity in such 
increases when regularity has been agreed on in regard to wage 
increases may be a cause of economic instability. 
Baltimore in Coastwise Trade. (Bureau of Business and Economic 
Research, University of Maryland, 1952.) 
A study of shipping based on Baltimore, showing the importance 
of this port for trade in a number of commodities from the point of 
view of traffic to other ports along the coast. 


BANCO CENTRAL DE LA REPUBLICA ARGENTINA: Memoria 
agg (Banco Central de la Republica Argentina, Buenos Aires, 

2.) 

The annual report for 1951 examines the economy of Argentina in 
1951, its balance of payments, exchange regulations, commercial and 
financial negotiations with foreign countries, and banking operations 
generally, etc. 
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BHARGAVA, R. N.: The Principle and Problems of Inheritance Taxation, 
(Nand Kishore & Bros., Banaras, India, 1952.) Rs. 3/8/-. 
To be reviewed. 


BINDER, A.: Internationale Regulierungen auf dem Weltweizenmarkt, 
(Kieler Studien, 1952.) DM. 8. 
Reviewed in this issue. 


BLANKE, W.: Uber Theorie und Methode der Berechnung von Kauj- 
kraftparitéten. (Bremer Ausschuss fiir Wirtschaftsforschung, Bremen, 
1952.) DM. 4. 

The development and the present position of the purchasing power 
parity theory, so closely associated with the name of Gustav Cassel, 
are the subject of this monograph. The criticism of leading economists 
and their views on this theory and on exchange rates are also dealt 
with. The relationship of the general price level, of sectional price 
levels and of the balance of payments to exchange rates are examined, 
and the author touches on the importance of the choice of a base 
period and of a satisfactory standard for international price com- 
parisons. 

CAMERON, Marjorie R., SHEFRIN, F.: Federal Agricultural Assistance 
Programs, Canada, 1900-1951. (Economics Division, Department of 
Agriculture, Ottawa, 1952.) 

This financial publication emanating from the Canadian Depart- 
ment of Agriculture is concerned with the assistance given by the 
Dominion to improve agricultural production and marketing. It 
shows the results of various pieces of legislation in a section dealing 
with marketing and price programmes and gives full details of the 
war and post-war agricultural subsidy programme. The analysis is 
supported by a number of tables. 

CHAMBER OF COMMERCE OF THE UNITED STATES: Fringe 
Benefits—1951. (Chamber of Commerce of U.S., 1952.) $1.00. 

This is the third biennial report on “The non-wage labour costs 
of doing business and the extra income which fringe benefits provide 
to employees”. Fifteen tables and two charts show the effect of pay- 
ments coming under these categories. 

CHAPMAN, A. L.: Wages and Salaries in the United Kingdom 1920-1938. 
(Cambridge University Press, 1953.) 55/- stg. 

To be reviewed. : 


COOLSEN, F. G., MYERS, W. S., MARTIN, J. W.: Paducah and Western 
Kentucky. Income, Labor and Retail Trade Patterns. (Agricultural 
and erga Development Board of Kentucky, Frankfort, Kentucky, 
1952. 

The object of this report is to provide the facts to serve as a basis 
for planning the use of the resources of this area in the light of extra- 
ordinary economic developments, especially those connected with 
atomic and related plants. Resident income is examined, also current 
labour market patterns and retail trade and market possibilities. The 
analysis is supported by tables and thirty-seven charts. 

COPELAND, M. A.: A Study of Moneyflows in the United States. 
(National Bureau of Economic Research, New York, 1952.) $7.50. 

To be reviewed. 


DIEBOLD, W. Jnr.: The End of the I.T.O. (Princeton University, Prince- 
ton, N.J., 1952.) 

The announcement in the Bulletin of the U.S. Department of State 
in December 1950 that the President had agreed that “the proposed 
Charter for an International Trade Organization should not be re- 
submitted to the Congress . . .” is seen as the end of I.T.O. The 
explanations why this “necessary part” of the “solid foundation of 
continuous co-operation in economic affairs” (as President Truman 
called it) thus disappeared are believed by the author to fall broadly 
into three categories: “changes in the world setting between 1945 an 
1950, the political situation in the United States, and the defects of 
the Charter from the point of view of American business”. Each of 
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these three factors in the situation is elaborated. But the charter 
has influenced subsequent considerations of trade problems and in 
particular the General Agreement on Tariffs and Trade—“a kind 
of advance instalment of the Charter’. A number of nations have 
accepted this and efforts have been devoted to extending it, but any 
move to liberalize trade still has much opposition to encounter. 

DUNCAN, J. S., STAUS, H. O., NUTT, KATHARINE: Highway Finance 
in New Mexico. (University of New Mexico, Albuquerque, 1952.) 
50 cents. 

This pamphlet deals with the highway system of the State; shows 
how it is financed, particularly differentiating the contribution to 
finance by federal, State and local governments. The conclusion is 
reached that non-highway users, i.e., owners of an adjoining property, 
should pay a minimum of 30 per cent to the cost of constructing and 
maintaining secondary State administered roads. 

FABRICANT, S.: The Trend of Government Activity in the United 
States since 1900. (National Bureau of Economic Research, New 
York, 1953.) $4.00. 

To be reviewed. 

GALENSON, W. (Edr.): Comparative Labor Movements. (Prentice Hall, 
Inc., New York, 1952.) 

To be reviewed. 


GORWALA, A. D.: The Role of the Administrator: Past, Present and 
Future. (Gokhale Institute of Politics and Economics, Poona 4, India, 
1952.) Rs. 2. 

A short discussion of the functions carried out by the administrator 
in the past, the changes that have occurred and suggestions for the 
future. 

HAGUE, D. C., NEWMAN, P. K.: Costs in Alternative Locations: The 
Clothing Industry. (Cambridge University Press, 1952.) 12/6 stg. 

To be reviewed. 

HALL, H. R.: Some Observations on Executive Retirement. (Harvard 
Business School, 1953.) $3.75. 

To be reviewed. 

HARGREAVES, E. L., and GOWING, M. M.: Civil Industry and Trade. 
History of the Second World War. (H. M. Stationery Office, London, 
1952.) 87/6 stg. 

To be reviewed. 

a R. F.: Economic Essays. (Macmillan & Co., London, 1952.) 
18/- stg. 

To be reviewed. 

HAWTREY, R. G.: Capital and Employment. 2nd Edition. (Longmans, 
Green & Co. Ltd., London, 1952.) 40/- stg. 

To be reviewed. 


HAZELETT, C. W.: Practical Answers to Inflation, Unemployment, 
Taxation, and Political Leadership. (Incentivist Publications, Green- 
wich, Connecticut, 1952.) 50 cents. 

To be reviewed. 


HICKMAN, W. B.: Trends and Cycles in Corporate Bond Financing. 
(National Bureau of Economic Research, New York, 1952.) 75 cents. 
This is a study of the broad trends in the aggregate volume of 
bond indebtedness of corporations in the United States. It shows the 
changes that have developed during approximately 70 years and 
analyses the aggregate borrowing in this manner by industry groups. 
It also shows the proportion of corporate funded debt to total debt 
and indicates the changes that have occurred in recent years. An 
interesting comparison is made, too, of fluctuations over the course 

of business cycles. 


HOFSTEN, E. v.: Price Indexes and Quality Changes. (George Allen & 
Unwin Ltd., London, 1952.) 26/- stg. 
To be reviewed. 
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INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOP. 
MENT: Surinam, Recommendations for Ten Year Development 
Program. (The Johns Hopkins Press, Baltimore, U.S.A., 1952.) $5.00, 

When the I.B.R.D. asks a group of experts to undertake an economic 
survey of a country and make recommendations for its development, 
it may be taken for granted that this task will be performed with the 
utmost care and thoroughness. This mission was organized at the 
request of the governments of the Netherlands and of Surinam, and 
this volume embodies their report and their recommended programme 
for development over a period of ten years. 


INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOP. 
MENT: The Economic Development of Jamaica. (The Johns Hopkins 
Press, Baltimore, U.S.A., 1952.) $5.00. 

Another volume in the valuable series reporting the examination 
of the economy of a country by a team of experts got together by the 
I.B.R.D. i setting out a ten-year programme for development of 
the island. 


INTERNATIONAL ECONOMIC ASSOCIATION: International Economic 
Papers, No. 2. (Macmillan & Co. Ltd., London, 1952.) 15/- net. 
The second edition of a valuable series of papers, most of which 
have appeared fairly recently in foreign publications, and are now 
available in English for the first time. There is also Dupuit’s well- 
known work, dating from 1844, on “The Measurement of the Utility 
of Public Works”, in which an important contribution was made to 
the analysis of utility, on lines developed later by Jevons and the 
marginalists generally. 


INTERNATIONAL MONETARY FUND: Balance of Payments Yearbook, 
Vol. 4, 1950-1951. (International Monetary Fund, Washington, 1952.) 
This, the fourth volume in the series, examines the balance of 
payments of sixty-five countries, an increase on the number dealt 
with in previous issues. An important change has been made in 
the method of presentation, and each section now begins with a compact 
financing table covering the entire post-war period 1946-51. Other 
changes make this edition even more valuable than those which have 
preceded it. 


INTERNATIONAL MONETARY FUND: The World Payments Situation. 
(International Monetary Fund, Washington, U.S.A., 1952.) 
The series of charts reproduced in this volume was presented to 
the Seventh Annual Meeting of the Board of Governors of the I.M.F. 
and I.B.R.D. at Mexico City in September 1952. There are also 
short comments by experts on the situation in various regions and 
on possible developments within the next twelve months. 
INSTITUTE OF BANKERS: Banking and Foreign Trade. (Europa 
Publications Ltd., London, 1952.) 15/- stg. 
To be reviewed. 
ISARD, W., and WHITNEY, V.: Atomic Power. An Economic and Social 
Analysis. (George Allen & Unwin Ltd., London, 1952.) 37/6 stg. 
To be reviewed. 


ISTITUTO DI ECONOMIA INTERNAZIONALE: Problemi Economici 
dell’ Europa Federata. (Camera di Commercio, Industria e Agricol- 
tura, Genova, 1952.) 750 lire. 

We have here the fourth of a series of studies of the contemporary 
economic and related condition of the European countries which 
might be comprised in an European federation. With no less than 88 
tables the demographic and economic position of these countries are 
examined, and the requisite statistics are included for the study of 
their trade, balance of payments, public finance, unemployment, agri- 
culture, and the Schuman plan. 


Journal, The, of Industrial Economics, Vol. I, No. 1. (Basil Blackwell, 
Oxford, 1952.) 10/- stg. $1.40. 

A friendly welcome can be accorded to this new journal, the first 

issue of which appeared in November 1952. It bears the imprint of 
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Basil Blackwell, Oxford, and has a distinguished board of Anglo- 
American editors with P. W. S. Andrews as General Editor. It is 
proposed to publish three issues per annum and the _ subscription 
rate is one guinea (sterling) or 10/- per issue. It is intended to publish 
articles of a scientific character, of value both to economists and to 
businessmen, and a medium is thereby provided for the results of 
academic industrial research. It is hoped that a better knowledge of 
general business problems will result, and that through the develop- 
ment of economic doctrine concerning business structure and behaviour 
a guide to public and private policies will be provided. The first issue 
gives every promise of valuable achievement. 


KNOWLES, K. G. J. C.: Strikes: A Study in Industrial Conflict. (Basil 
Blackwell, Oxford, 1952.) 42/- stg. 
To be reviewed. 


KOKKALIS, A.: Why is the Theory of Labor the Only Fundamental and 
Exact Economic Theory? (Published by author, Concord, U.S.A., 
1952.) Cloth, $2.40. Paper, $1.60. 

The purpose of this short study is stated by the author to be 
(1) to develop on general lines a theory of labour; (2) to prove that 
this theory is the only fundamental theory; and (3) to prove that 
it is an absolutely exact theory. 


KOLB, J. H., and BRUNNER, E. de S.: A Study of Rural Society. 
(Houghton Mifflin Co., Cambridge, Mass., 1952.) 
This is the fourth edition of a volume which was first issued in 
1935 and which has since been studied by numbers of the young 
students in the Colleges of the United States. Considerable improve- 
ments have been adopted in the present edition, and with the numerous 
illustrations its usefulness is considerably increased. 


KUZNETS, S., and GOLDSMITH, R.: Income and Wealth of the United 
States. Income and Wealth, Series II. ((Bowes & Bowes, Cambridge, 
1952.) 35/- stg. 

To be reviewed. 


LASKI, H. J.: The Dilemma of our Times. (George Allen & Unwin Ltd., 
London, 1952.) 18/- stg. 
To be reviewed. 


LEWIS, B. W.: British Planning and Nationalization. (George Allen & 
Unwin Ltd., London, 1952.) 24/- stg. 
To be reviewed. 


LOGIE, G.: Industry in Towns. (George Allen & Unwin Ltd., London, 
1952.) 60/- stg. 

This beautifully illustrated volume discusses the very important 
problem of the proper place of industry in towns. The author writes 
from the standard of a town planner, and he stresses the importance 
of factories and the relation of their location to that of houses, 
schools and other public buildings. He shows, too, the effect on the 
prosperity of industry of the location factor, and maintains that 
schemes for urban reconstruction will fail through lack of necessary 
resources if industry is not prosperous. 


McNAIR, MALCOLM P.: Operating Results of Department and Specialty 
Stores in 1951. (Harvard Business School, 1952.) $5.00. 

This Bulletin for 1951 is the 32nd annual Harvard report on depart- 
ment and specialty store margins, expenses and profits. It follows the 
usual basis of a summary of results and current trends amply sup- 
ported by comprehensive tables. Several special analyses have; been 
included, e.g. comparisons relating to branch stores, also a section 
on “Some Improved Approaches to Expense Control”. This section 
takes cognisance of those important current developments in depart- 
ment store accounting which centre around the concept of “Produc- 


tivity” and points the way to significantly better instruments of 
expense control. 








172 THE ECONOMIC RECORD MAY 


MACHLUP, F.: The Political Economy of Monopoly. (Johns Hopkins Press, 
Baltimore, 1952.) $5.50. 
To be reviewed. 


MACHLUP, F.: The Economics of Sellers’ Competition. (Johns Hopkins 
Press, Baltimore, 1952.) $6.50. 
To be reviewed. 


MARTIN, J. W.: Paducah and McCracken County Revenue Base. (Agri- 
cultural and Industrial Development Board of Kentucky, Frankfort, 
Kentucky, 1952.) 

This study shows that the county and city derive nearly all their 
revenue from local taxes, mainly property taxes, and the school dis- 
tricts of the county derive more than half their revenue from the 
same source. 


Maryland Economic Indices. (Bureau of Business and Economic Research, 
University of Maryland, 1952.) 
This short study presents a series of charts illustrating economic 
developments in this important State and is accompanied by comments 
on the graphs included. 


MEYER, F. V.: Great Britain, the Sterling Area and Europe. (Bowes & 
Bowes, Cambridge, 1952.) 21/- stg. 
To be reviewed. 


MEYER-LINDEMANN, H. U.: Typologie der Theorien des Industrie- 
standortes. (Walter Dorn, Bremen, Germany, 1951.) DM. 8. 
Reviewed in this issue. 


MILLS, F. C.: Productivity and Economic Progress. (National Bureau 
of Economic Research, 1952.) 75 cents. 
To be reviewed. 


MISES, L. VON: Planning for Freedom and Other Essays and Addresses. 
(Libertarian Press, South Holland, Illinois, 1952.) Paper $1.50. 
Cloth $3.00. 

To be reviewed. 


MULHAUPT, L.: Strukturwandlungen und Nachkriegsprobleme der 
Wirtschaft Schwedens. (Kieler Studien, 1952.) DM. 16. 
This is an analysis of the changes of the structure of Swedish 
industry and a discussion of its post-war problems. 


MULLER-OHLSEN, L.: Strukturwandlungen und Nachkriegsprobleme 
der Wirtschaft Frankreichs. (Kieler Studien, 1952.) DM. 16. 
Another of the “Studies” of the Kiel Institute on the structural 
changes and post-war problems of a particular country—in this case, 
France. After the war not only was the rapid building up and re- 
organization of its economy necessary, but also a modernizing of its 
economic apparatus, if the chronic instability of the ’thirties was 
to be eradicated. Unemployment was then widespread, productivity, 
and hence real wages, low. National income was about the same in 
1939 as in 1913, though it had increased by 35 per cent from 1900 
to 1913. The plan for improvement adopted under the leadership 
of M. Monnet is described, and the considerable success achieved. But 
a cessation of inflation, which presupposes a balanced budget, is 
necessary for increased exports and stabilization of the price and 
wage level. 


NANJUNDAN, S.: Economic Development of Malaya. (Indian Council 
of World Affairs, New Delhi, 1952.) 

This is a reprint of an article from the India Quarterly for 
July-September 1952. It sets out the development of this territory, 
its resources and their utilization, capital development, plans for 
development and their financing, deals with the setting up of the 
Rural and Industrial Development Authority in July 1950, and dis- 
cusses prospects for the future. The presentation is completed by 4 

series of Tables. 
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PATEL, S. J.: Agricultural Labourers in Modern India and Pakistan. 
(Current Book House, Bombay, India, 1952.) 
To be reviewed. 


PHELPS, CLYDE WILLIAM: The Role of the Sales Finance Companies 
in the American Economy. (Commercial Credit Company, 1952.) 
Pp. 87. 

Trhis monograph is the first of a series of studies in the field of 
consumer credit being made by Professor Phelps, Head of the Depart- 
ment of Economics, at the University of Southern California, with 
the aid of a grant from the Commercial Credit Company, Baltimore, 
which is one of the “Big Three” sales finance companies in the U.S.A. 
and one of the largest financial institutions in the world. It gives 
in compact form a very useful historical account of the origin, nature, 
and rapid rise of this relatively new type of financing service which 
provides wholesale financing for distributors, involving extremely 
large advances in proportion to their own invested capital, and retail 
financing for consumers, involving instalment payments. This scholarly 
study is a very worthwhile contribution to our knowledge of an increas- 
ingly important section of our credit institutions. We can, therefore, 
look forward to the publication of further studies in the series. 

PIGOU, A. C.: Essays in Economics. (Macmillan & Co. Ltd., London, 
1952.) 15/- stg. 

To be reviewed. 

POPESCU, O.: El Sistema Econémico en las Misiones Jesuiticas (Editorial 
“Pampa-Mar”, Bahia Blanca, Argentina). 

POSTAN, M. M., and HABAKKUK, H. J. (Edrs.): The Cambridge 
Economic History of Europe. Vol. II. Trade and Industry in the 
Middle Ages. (Cambridge University Press, 1952.) 45/- stg. 

To be reviewed. 

Raum und Gesellschaft. (Walter Dorn, Bremen, Germany, 1950.) DM. 11. 

A series of contributions dealing with population and planning 
in particular regions. The various contributions are concerned with 
sociological and anthropological population structure. There is also a 
discussion of the question of the great city, the refugee population 
and various other factors of importance in regard to particular 
regions. Finally, there are two maps showing population density 
in five regions of Germany. 

Readings in Monetary Theory. American Economic Association. (George 
Allen & Unwin Ltd., London, 1952.) 30/- stg. 

To be reviewed. 

RESEARCH SECTION, UNIVERSITY OF NATAL: The Durban 
Housing Survey. (University of Natal Press, 1952.) 35/-. 

To be reviewed. 

ROBERTSON, D. H.: Utility and All That and other Essays. (George 
Allen & Unwin Ltd., London, 1952.) 18/- stg. 

To be reviewed. 


RONKEN, HARRIET O., and LAWRENCE, P. R.: Administering 
Changes. (Harvard Business School, 1952.) $3.50. 

This is a study of human relations in a factory. It points to the 
gross social dislocation that results from the development of industry 
and the creation of new products, and shows how day to day attitudes 
and relationships of people at work are affected by such changes. 
The study deals with a particular industrial concern, and shows how 
the introduction of a new project affected its entire organization. 

ROYAL STATISTICAL SOCIETY: Applied Statistics Vol. 1, No. 3. 
(Oliver & Boyd Ltd., Edinburgh, 1952.) 10/- stg. 

This is the third issue of a journal whose title clearly indicates its 
scope. The articles deal with such matters as medical statistics, the 
experience of a user of a consumer panel, the accuracy of sampling 











174 THE ECONOMIC RECORD MAY 


coal, and estimating individual expenditure from family totals, and 
there is also a theoretical contribution on “Composite Mean Squares 
and their Degree of Freedom”. 

RUUD, J. T.: Modern Whaling and its Prospects. (Food and Agriculture 
Organization of the United Nations, Rome, 1952.) 

This reprint from the F.A.O. Fisheries Bulletin of September- 
October 1952 deals with the developments of modern whaling, the 
various types of whales included in the catches, etc., and discusses 
the depletion of whale stocks in certain areas. 

SAYERS, R. S. (Edr.): Banking in the British Commonwealth. (Geoffrey 
Cumberlege, Oxford University Press, 1952.) 56/9 Aust. 

To be reviewed. 

SCHLOTE, W.: British Overseas Trade. (Basil Blackwood, Oxford, 1952.) 
22/6 stg. 

To be reviewed. 

SCHULTZE, J. H.: Stadtforschung und Stadtplanung. (Walter Dorn, 
Bremen, Germany, 1952.) DM. 6. 

To be reviewed. 

SINGH, B.: Federal Finance and Under-developed Economy. (Hinds 
Kitabs Ltd., Bombay, 1952.) Rs. 10/-. 

To be reviewed. 

SOCIETY OF BUSINESS ADVISORY PROFESSIONS, INC.: Compe- 
tition To-day and To-morrow. 

Here are collected the four papers given at a Conference of this 
Society in New York in October 1952. (1) “The Economic Environ- 
ment of Competition” by Professor M. G. de Chazeau; (2) “The 
Governmental Environment of Competition” by the Hon. L. B. Mason; 
(3) “The Viewpoint of a Competitive Business Man” by R. G. Gay 
and (4) “Competition—More or Less” by Professor D. McCord Wright. 
The papers were followed by a discussion, and later a seminar on 
the subject was held. What was said on these occasions is also 
reproduced. 

SOVANI, N. V.: Social Survey of Kolhapur City; Vol. I—Industry, 
Trade and Labour. Rs. 12 or 18/-. Vol. Ill—Family Living and 
Social Life. Rs. 12 or 18/-.° (Gokhale Institute of Politics and Econo- 
mics, Poona, India, 1952. ) 

To be reviewed. 

SPIEGEL, H. W. (Edr.): The Development of Economic Thought. 
(John Wiley & Sons, Inc., New York, 1952.) $6.50. 

To be reviewed. 

SRAFFA, P. (Edr.): The Works and Correspondence of David Ricardo. 
Vols. VI, VII, VIII, IX. (Cambridge University Press, 1952.) Each 
volume 24/- stg. 

To be reviewed. 

STEIN, G.: The World the Dollar Built. (Dennis Dobson Ltd., London, 
1952.) 12/6 stg. 

To be reviewed. 

Sterling Area, The. An American Analysis. (Economic Co-operation 
Administration.) $3. 21/- stg. 

To be reviewed. 

Studies in Income and Wealth, Volume 15. (National Bureau of Economic 
Research, 1953.) $3.50. 

To be reviewed. 


STUDY GROUP, A, IN THE UNIVERSITY OF NATAL: Monopoly and 
rig Welfare. (University of Natal Press, 1952.) Cloth, 16/-; paper, 
To be reviewed. 


The Bill on London. (Chapman & Hall Ltd., London, 1952.) 15/- stg. 
This volume should be of inestimable value to the banker, the 
trader, the manufacturer, and in fact to anyone who handles bills 
of exchange. It also should serve to provide the student with practical 
examples to illuminate much of the theory of his studies. It deals with 
the different types of bills, the functions of the acceptance house, the 
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discount house, the bank, the manufacturer, the trader, exporter and 
importer through whose hands they pass, and at each stage a facsimile 
of a bill is presented, related to a particular hypothetical transaction. 
The various types of credit are clearly differentiated, a glossary of 
terms is included, and copies of the bills dealt with are to be found 
in a pocket attached to the back cover. Finally, the printing and 
set-up are of a very high order. 

UNITED NATIONS: Demographic Year Book 1952. (United Nations, 
1953.) Paper $6, 45/- stg. Cloth $7.50, 55/- stg. 

Another issue (the fourth) in this series, it studies the increase in 
urbanization, and points out a number of interesting facts revealed 
by the study. The statistics provided in previous issues are brought 
up-to-date and contribute greatly to the value of the issue. 

UNITED NATIONS: Preliminary Report on the World Social Situation. 
(United Nations, U.S.A., 1952.) $1.75. 12/6 stg. 

To be reviewed. 

UNITED NATIONS: Mobilization of Domestic Capital in Certain Countries 
of Asia and the Far East. (United Nations, U.S.A., 1952.) $1.50. 
11/- stg. 

To be reviewed. 

UNITED NATIONS: Economic Survey of Asia and the Far East, 1951. 
(United Nations, U.S.A., 1952.) $2.50. 17/6 stg. 

To be reviewed. 

UNIVERSITIES—NATIONAL BUREAU, COMMITTEE FOR ECO- 
NOMIC RESEARCH: Conference on Research in Business Finance. 


(National Bureau of Economic Research, Inc., New York, 1952.) 
$5.00. 


To be reviewed. 
WELLS, H. A.: Monopoly and Social Control. (Public Affairs Press, 
Washington, 1952.) $3.25. 
To be reviewed. 
WORSWICK, G. D. N., ADY, P. H. (Edrs.): The British Economy, 
1945-1950. (Oxford University Press, 1952.) 56/9 Aust’n. 
To be reviewed. 
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